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Rates—McAdoo Will Spend a Billion—Industrials— 
The Market Prospect 

















ITH business on the Stock Exchange well above the million-share-a-day basis 
every day of last week and with prices manifesting the buoyancy and activity 
which usually accompany a vigorous bull market, the important change in con- 
ditions which was outlined in our last issue is now evident to every one. 

Yet the advance, sharp as it has been in certain issues, represents the recovery of only 
a fraction of the prolonged decline since November, 1916. On November 20 of that 
year the average of 50 stocks reached 1011. Thirteen months later, December 20, 
1917, it touched 57.4. The recent advance carried this average to 74.2—a rise of 16.8 
points after a decline of 44.1 points, or a recovery of 38% of the loss. 

In fact, the great majority of stocks have recovered much less than this, for the 
average of 50 stocks is unduly affected by the wide advance in certain special issues, 
notably the equipments. American Car & F oundry, for example, declined from a high 
of 784 in 1916 to a low of 57 in 1917, and has since risen to 81 54—five points above 
its 1916 high. 





General Causes of Advance 


N a broad way, the bull market of 1915 and 1916 was based on the expectation 
of big war profits. The decline of 1917 was due at first to what then ap- 
peared to be a real probability of peace negotiations, and later to the heavy 
taxation, big bond sales and price-fixing resulting from our entrance into the 

war; but it was due rather to the prospect of a falling off in war profits than to any im- 
portant actual decreases in those profits. 

The present advance is based on the realization of the profits. In spite of war taxes, 
in spite of price-fixing, in spite of the big demands on our capital, many companies have, 
since 1914, increased the assets behind their common stocks by amounts equal to the 
current market prices of those stocks. Early doubts as to the continuance of large profits 
under our Government war program have been gradually dissipated by actual results 
now being achieved and by the rapid enlargement of the Government's requirements, assur- 
ing full industrial activity. 


Railroad Rates and Wages 


HILE 25 industrials have risen 23 points from the bottom of last December, 25 
active rails have advanced only 10.8 points. Yet the change in the position of 
the rails, though not accompanied by spectacular earnings, has in other ways 
been quite as important as the alteration in the outlook for the industrials. 

It is now fully understood that the fundamental cause of the breakdown of railroad 
transportation last winter lay in the labor situation. There were other contributory causes, 
especially extreme cold and snow and scarcity of coal. But the reason which lay at the 
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bottom of the whole difficulty was that thousands of railroad mechanics and other 
employees were constantly getting better jobs elsewhere. 

During the first quarter of 1918 more than one-fifth of all railroad employees threw 
up their jobs. On the big Eastern roads this process had been going on for over a year. 
The result was partial demoralization, especially in repair shops, where skilled mechanics 
are essential. Locomotives could not be kept in repair. Side tracks were clogged with 
broken down cars. 

Yet the roads were powerless to remedy the situation. They were not permitted 
to raise their rates and they could not borrow money except at exorbitant rates. 

Government Cuts the Gordian Knot 

HEN the Government cut the Gordian knot by taking control of the roads, it prom- 
ised to adjust wages and to make the new scale retroactive to January 1, 1918. 
The Railroad Wage Commission has now made its report and it recommends 
advances, based on the rise in the cost of living, which would mean an average 
increase over 1917 of about 15% and an increase of about 37% over 1915. In view of 
the great change in the labor market, this is none too much. The roads are such an essential 
part of our war machinery that they must hold their skilled employees. 

To meet this wage advance and other rising costs, the Railroad Administration 
officials have advised McAdoo to raise freight rates 25% and passenger rates about 20%. 
The absolute necessity of the increase is, of course, perfectly plain and the only question 
now is as to its amount. 





Railroads to Get a Billion 
HE Government will get the immediate advantage of the increase in cash receipts, 
but indirectly the roads must reap the chief advantage in the end. The Gov- 
ernment has already announced that it will spend this year nearly $1 ,000,000,- 
000 for additions, betterments and equipment. This is nearly three times as 
much as the roads themselves have been able to spend in any one of the last three years. 
What this means to the assets behind railroad stocks when the Government turns the roads 
back to their owners is obvious. 

The whole railroad situation has been immensely strengthened by the: liberal attitude 
of the Government. Higher rates, tripled appropriations for improvements, and the back- 
ing of Government credit in the refunding of maturing indebtedness or the sale of new 
obligations, have put-a new face on the railroad outlook. 

The fact is that practically the whole country has long since seen the necessity for 
higher rates and an enlarged improvement program. It is the Interstate Commerce Com- 
mission and perhaps other departments of the Government that have shown a lack of 
vision. The pressure of necessity has been required to bring about the attitude of liberality 
which every clear-sighted observer has long since seen was essential to the country’s 
permanent prosperity. 

The railroads’ contracts with the Government have not yet been signed, but in view 
of the new attitude now being taken there can be no doubt that they will be drawn upon 
a fair and equitable basis. Holders of railroad securities, who have for years been in a 
blue funk over the outlook, are not able at once to visualize the significance of the great 
change which the war has forced. 

What This Means to Industrials 

ft? T goes without saying that these colossal railroad expenditures, added to the 
, ibd big war requirements in other directions, have a very important bearing upon 
the whole industrial situation. Equipment companies and steel companies, al- 
ready loaded with Government orders, will have to strain every nerve to meet 

the new situation. They are now making liberal profits and it is absurd to suppose that 
the Government will further reduce profits, aside from exceptional instances, at a time when 
the last ounce of production is needed to help win the war. A cheese-paring policy weuld 


be such a gross mistake as to be unthinkable. 
And as we pointed out in the last issue, activity in iron, steel and equipment circles 
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means also activity throughout that very large section of industry which is directly or in- 
directly affected by the steel trade. It would, in fact, mean great activity in every line 
if it were not for the restrictions placed by the Government on “‘non-essential”’ or less- 
essential industries. Those restrictions mean that such lines, while for the most part not 
lacking demand, will be unable to get men and materials to fill the demand. 

If this results, as it may, in the failure of the securities of the less-essential branches of 
industry to advance in step with the rest of the market, it will nevertheless create special 
opportunities for the investor who is capable of looking several years ahead to buy those 
securities to advantage; for demand in these lines will be “banked up” by being temporarily 
crowded aside, and will come forward later when men and materials are again available. 

Take, for example, the copper industry. Wéith our growing munition program the 
Government's demands for copper will be large. On the other hand, general electrical 
construction will be checked during the war. The supply of copper has of course been 
greatly increased since 191 4. 

The result is that the copper industry faces a liberal and assured demand for its 
product, and it can also look forward to a large demand which is for the moment being 
held in reserve. A situation is created which makes entirely possible a further advance in 
the copper stocks, partly on present earnings and partly on the broad outlook for the future. 

Many other securities are in a similar position. All prices have been acutely de- 
pressed. From their low levels some may be expected to advance much more promptly 
than others, but there are very few classes of stocks which are not now in a position where 
higher prices are probable sooner or later. 


Big Industrial Earnings 


N 1916 investors said, ““These phenomenal war profits must bring higher prices 
for industrial stocks.” In 1917 they said, ““The war profits were temporary 
and based on the exorbitant prices Europe was forced to bid for war supplies. 
Our own Government will now limit profits, pile on taxes, and absorb all idle 

capital. The war boom is over.” 

But in 1918 they are finding that our big corporations can carry all these burdens and 
still earn big profits, if not quite equal to those of 1917—and with the additional ad- 
vantage of having already turned most of their previous war profits into assets behind their 
securities. 

Early in the year there were still grave doubts as to whether the profits on Govern- 
ment business would be sufficient, and whether the volume of such business would be great 
enough, to make up for the loss of other classes of business which must result from war 
economies and scarcity of labor and materials, and in addition to enable the companies to 
pay their tremendous war taxes. Recent developments have dissipated most of those 
doubts. The possibility of higher taxation remains, but the w::ole subject has now been 
postponed and does not appear to be an immediate factor in the situation. 


The Market Prospect 


RICES of bonds and of preferred stocks of a strictly high grade investment 
rating are slowly advancing and the broad tendency of this class of securities 
is likely to be upward. Government backing for the railroads and for all war 
industries through the War Finance Corporation counterbalances the Govern- 

ment’s demands for capital through the sale of its own bonds, and bond prices in general 

are now so low as to offer sturdy resistance against declines. 

We expect an improved tone and higher prices for sound dividend paying railroad 
stocks, for the reasons which have been outlined above. 

The various classes of industrial stocks are of course subject to many special” in- 
fluences, but in most cases conditions are now favorable for further advances. The great 
impulse given to the steel stocks by the new Government program does not yet appear 
to be exhausted, and the outlook in the equipment field is still favorable. Many other 
industrials have as yet risen but little and are likely to come into the limelight and get 
their turn in activity and public interest. May 20, 1918. 

















Our Point of View 
On Vital Factors in Finance and Business 





W ITH a fair prospect of 
Lizards 600,000,000 bushels 
to the Field of winter wheat, it is clear 

‘ that an estimate of a bil- 
lion bushels of winter and spring combined 
is by no means beyond the bounds of pos- 
sibility. But to produce that result Nature 
and man will have to conspire. We must 
have good weather for the spring wheat in 
the Northwest, and we must have harvesters. 

As yet the Government has had too many 
other irons in the fire to attempt anything 
effective towards increasing the supply of farm 
labor—to say nothing of the weather, which 
the Weather Bureau has only a partial and 
doubtful success in managing. Farm labor 
nust continue scarce, because labor supply is 
the key-note of the whole war. 

New York State has passed a law to set 
the idlers at work and it is reported that the 
first round-up will begin at Broadway and 
Forty-Second street. (Query: Can a lounge 
lizard harvest enough wheat to feed him?) 
Probably the only way to get more farm labor 
is to make sure that every man and every 
qualified woman is applying labor to some 
necessary task. In that way the increase in 
the general labor supply will indirectly react 
to the benefit of the farmers. 

Maryland, we believe, was the first state 
to stigmatize idleness as the crime which it 
certainly is in this war. All the other states 
may well follow her shining example. 


Lounge 


e+ & 


Two ships a day—one 
steel and one wood—off 
the ways make the patient 
patriot a little more cheer- 
ful, thank you. And Col. Concrete is rush- 
ing up reinforcements. Contracts for 58 con- 
crete ships have been let or soon will be. 
The 14 already let are for “‘tankers,”” to be 
used in transporting oil from Tampico and 
other oil fields. 

The Teutons haven't a complete monopoly 
of war novelties. Pouring a ship into a 
mould is something of a new idea in itself. 
The Browning machine gun, they tell us, is 
a very striking novelty—here’s hoping it 
makes a hit, many hits, with the Germans. 


Flying 
Lizzies 


for Allies. 


And the Liberty motor, which has been so 
violently cussed and discussed by experts and 
would-be experts, seems to be good enough 
to be ordered by our allies for their own 
planes. If American genius can turn out 
aeroplane motors by the thousand on the 
same plan as “‘tin Lizzies,”’ that will be no 
mean achievement toward making the world 
a fit place to live in. 


¢ & 


The discussion of the 

a Good R. R. railroad rate increase has 

reached the point where the 
Rate Down. question is not whether 
rates shall be raised, but how much they shall 
be raised. The railroad wage commission 
finds that the cost of living for railroad men 
has risen 43% since 1915. Wages are to 
go up again. That increase is both just and 
necessary—for now the roads are constantly 
losing their men to more lucrative employ- 
ments. 

All other railroad costs are climbing. And 
now the Government is “holding the bag.” 
An increase in rates will really be a form of 
increased taxation, since the Government will 
get the benefit. 

But if the Government has to raise rates 
to get out even, it can hardly refuse to let the 
roads maintain the same rates when they get 
their property back after the war. That, of 
course, is the bull argument on railroad stocks 
—-not the present increase itself. 


Can’t Keep 


+ + & 


Controller of Currency 
Genesis Williams says the Govern- 

. ment should guarantee bank 
Wrenches. deposits up to $5,000. 
Why not have the Government guarantee 
everybody against any kind of loss and be 
done with it? Just think how comfortable 
we could all be. We should then be re- 
lieved of all responsibility. I have lost 
four monkey-wrenches out of my automo- 
bile this year (“‘lost’” being a euphemistic 
term.) I don’t think this is right. The Gov- 
ernment should guarantee me against such 
losses. I am going to start an agitation for 
a Government guarantee on wrenches, pliers 
and jacks. Believe I could get wide support. 


Gov't Should 
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The New Era for the Rails 


Backed by Uncle Sam’s Credit They Are Now on Sure Foot- 
ing—Securities Owned Abroad—Their Present Need— 
Stocks on the Bargain Counter 





By J. G. DONLEY, JR. 





AILROAD stockholders have had 
little to comfort them through a 
long siege of inclement weather. 
But at last the sun is breaking 
through the clouds. 

Those who have stood by and weathered 
the storm have had to have the abiding 
faith of the old darky. It seems that the 
country round about old Eph’s neighbor- 
hood was visited by a downpour that went 
the proverbial forty days, and then some. 
He was perched on the top rail of a fence 
by the roadside one day, all oblivious to 
the drenching he was getting, when a friend 
drove up and asked from under the cover of 
his buggy top, “Well, Eph, do you think 
it’s ever goin’ to stop rainin’?” 

“It always has,” was Eph’s laconic reply. 

And so it has. 

Legislative bodies, the Interstate Com- 
merce Commission, and even railroad of- 
ficials themselves have seemingly joined 
forces during the past ten years or so to 
keep up a steady drizzle on the unoffend- 
ing heads of those whose faith in the tuture 
of America has led them to place and keep 
their capital in the railroad properties. 
There has been a continuous downpour of 
laws which have been 99% punitive and 
repressive, and, perhaps, 1% helpful. The 
Interstate Commerce Commission has liter- 
ally swamped the poor stockholders with 
shower after shower of chilling rules and 
regulations, rate cuts and the like. Then, 
out of a blackening. sky, have come the do- 
lorous words of the chairmen of the board 
and presidents, exhorting stockholders to 
be of good cheer, as the worst is yet to 
come. These last have violated all the 
rules of the dousing game. Jupiter Pluvius 
in his most unrelenting mood never poured 
down such ice-water as they have let loose. 


Dawning of a New Day 


But at last the storm is over, the sun is 
shining, and a new era has dawned for 
railroad stockholders. As a class they 


have become so inured to dark days and so 
weather-beaten that as yet they scarcely 
sense the change. 

There is published herewith a graph 
which vividly reveals what has happened to 
railroad stocks. On this graph there is 
plotted the course of the average price of 
twenty railroad stocks over the last seven- 
teen years or so. Take a look at it. It 
shows that the low point of 70.75 touched 
by the average price on Dec. 19, 1917, was 
more than 10 points below the bottom ot the 
1907 panic, and fully 18 points below the 
greatest depth of the 1903 depression. As 
this article is being written the average 
price of these same twenty rails is only 
slightly above 84, or only 2% points above 
the low of 1907, and nearly 5 points under 
the bottom of 1903. 

Comparison with panic prices may not 
help you to fully comprehend the extent of 
the damage. Look at the high points. 
Back in 1906, the average price was above 
138, and in 1909 it was close to 135. From 
these altitudes the low point of last Lecem- 
ber showed a decline of approximately 67 
and 64 points, respectively. And at this 
writing the average price is down more 
than 50 points from the peak of 1909, 
which is within the memory of the youngest 
legal investor. Can any one look back over 
the course of these railroad stocks and fail 
to realize that the present is the investor’s 
opportunity ? 

What the Graph Shows 

The accompanying graph shows that, 
while the downward trend has been inter- 
rupted by two well defined bull markets in 
the rails—1910-12 and 1914-16—the tops 
of these movements have been lower, and 
the main swing has been downward since 
1909. Owners of railroad stocks have seen 
their capital almost cut in two during this 
nine-year period. 

Who are the owners of railroad stocks? 

Everyone who has a nickel in a savings 
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bank is indirectly a railroad bondholder, 
at least. And everyone who carries a bit 
of insurance also has an equity in the 
country’s railroad system, as savings banks 
and insurance companies are important in- 
vestors in railroad securities. It has been 
figured that there are approximately 50,- 
000,000 persons in the United States indi- 
rectly or directly owners of our vast rail- 
way systems with their quarter of a million 
miles of tracks, doing a gross business of 
over $4,000,000,000 annually. 

A year ago there was organized in Bal- 
timore the National Association of Owners 
of Railroad Securities. There were gath- 
ered together to form this association indi- 
viduals, officials of the great life and fire 
insurance companies, savings banks, fidu- 





with railroad officials and the Government 
in the framing of the provisions of the rail- 
road contracts. Thus are the real owners 
of the railroads to have a voice in produc- 
ing an agreement satisfactory to all. 


Stocks Owned Abroad 


It has been estimated that fully two- 
thirds of the American securities owned 
abroad prior to Aug. 1, 1914, have since 
been returned to this country. Railrogd 
securities alone which have been liquidated 
here for foreign account since the beginning 
of the war have been estimated at a total 
of $1,700,000,000 to $2,000,000,000. ‘Tak- 
ing as examples three large trunk lines, it 
is found that, whereas 14.90 per cent of 
Pennsylvania’s stock was owned by for- 





Dollars 





MAJOR SWINGS OF 20 RAIL ROAD STOCK AVERAGES. 
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ciary and financial institutions, and trus- 
tees of estates. It was brought out by Mr. 
S. Davies Warfield, who was elected presi- 
dent, that the securities of the railroads 
were owned as follows: 

By more than 1,000,000 individuals, $10,- 
000,000; by life insurance companies, pol- 
icies owned by 33,000,000 people, $1,550,- 
000,000; by savings banks with 10,000,000 
depositors, $847,000,000; by fire, marine, 
casualty and surety companies, $648.!'00,- 
000; by benevolent associations, colleges, 
schools, and charitable institutions, $350,- 
000,000; and by trust companies, state and 
national banks, $865,000,000; the balance 
being held in channels not enumerated, 
mostly abroad. 

This Security Owners’ Association has 
just appointed a committee to co-operate 





eigners in 1914, in 1917 the proportion 
had fallen to only 2.13. In the case of 
New York Central there was a decline from 
10.62 per cent to 2.04 per cent, while the 
foreign holdings of Baltimore & Ohio came 
down from 18.63 per cent in 1913 to 8.87 
per cent in 1917. The ratio of foreign 
holdings is still relatively high in the case 
of Baltimore & Ohio because of the large 
German holdings which have not been able 
to find their way to our markets. 

A computation by L. F. Loree, president 
of the Delaware & Hudson, shows that only 
$285,729,918 of railroad common stocks 
were held abroad on Jan. 31, 1917, as com- 
pared with a total of $573,880,393 on Jan. 
31, 1915. 

Five Years’ Showing 
It is interesting to see just how the rail- 
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roads themselves have fared for the last 
five years. The following table gives the 
aggregates of gross and net after taxes for 
all the steam railroads in the United States: 
Net, 
After Taxes 
$775,588,000 
687,621,000 
899,660,000 
1,136,450,000 
*960,000,000 


Gross 
$3,241,177,000 
2,989,140,000 
3,182,416,000 
3,753,660,000 
4,038,000,000 


Year 


*One month estimated. 

The gross for 1913 was the previous high 
record, but the net for 1915 went ahead of 
that of 1913 mainly because of the coun- 
try-wide program of curtailment and rigid 
economy. In 1916 the roads reaped the 
benefits of heavy traffic due to war pros- 
perity, but owing to the postponement of 
maintenance and extension work during the 
first year of the war, and rapidly rising 
costs of materials and labor, net results in 
1917 fell back below the record of the pre- 
vious year, although the gross business 
crossed the four-billion mark. 

But this table seems to tell a deceptive 
story of growth, except for the setback of 
1917. The truth is that the railroads have 
grown, and their earning power has grown 
—but they have grown on money borrowed 
at disadvantageous terms. They have had 
to borrow money at onerous rates because 
rate regulation has made their stocks un- 
attractive to. investors, so that for several 
years it has been practically impossible to 
float a new railroad stock issue. More- 
over, their bonds have not been well re- 
ceived. This undermining of credit has 
been progressive in its effect, because costly 
financing through short-term note issues 
has so increased fixed charges as to lessen 
the margin of safety, and further diminish 
the attractiveness of railroad bonds. 

In referring to the difficulty of floating 
railroad loans in the recent past, bankers 
point to the experience of the syndicates 
which underwrote the last two important 
long-term bond issues, namely, the Ghicago, 
Milwaukee & St. Paul general and refund- 
ing 4%4s for $25,000,000, brought out in 
Jan., 1917, at 9614, and the Pennsylvania 
Railroad general 4'%42s, for $60,000,000, 
brought out in May, 1917, at 97%. In 
both these instances the syndicates are 
credited with having had to take a large 
part of the issues. 


This condition, however, is a thing of 
the past, because under Government con- 
trol the whole credit of the U. S. A. is back 
of the railroads. Investors are just begin- 
ning to wake up to the significance of the 
new situation. With the Government in 
control, the rate question becomes a horse of 
another color. The railroads are essential 
to the successful carrying on of the war. 
They must be kept up to the highest state 
of efficiency, and the easiest way to accom- 
plish this is to allow them to make enough 
money so that their securities will again 
appeal to the investment appetite and they 
may be able to finance themselves. 

Wall Street is thoroughly convinced that 
Mr. McAdoo had some such thing in mind 
when he said recently: “It is expected that 
the money temporarily advanced to the va- 
rious railroads will be returned to the Gov- 
ernment from time to time as the railroad 
corporations may be able to perfect and 
carry out comprehensive plans for meeting 
their financial requirements.” The Direc 
tor-General of the Railroads added that 
with the Liberty Loan successfully placed, 
“it is hoped that a readier market for other 
securities will develop shortly which should 
enable the railroads to provide more satis- 
factorily for their present and future needs, 
without depending so largely upon Govern- 
ment aid.” 

Four Months Unified Operation 

During the first four months of unified 
operation, Government aid to the railroads 
has reached a total of $90,614,000. Most 
of this amount was advanced to assist the 
New York Central and the New Haven sys- 
tems to lift short-term note issues falling 
due. Some $14,000,000 or so was paid to 
certain railroads on account of the sum es- 
timated to be due for rentals for the quar- 
ter ending March 31, 1918. 

As part of this plan to make the rail- 
roads self-supporting, as they have a mght 
to be, it has just recently been announced 
that estimates of officials of the Railroad 
Administration indicate that an increase of 
at least 25 per cent in freight and passen- 
ger rates will be necessary this year to meet 
the higher costs of fuel, wages, equipment, 
and other operating expenses. The pro- 
posed increases are expected to yield about 
$900,000,000 additional revenue—$700,- 
000,000 from. freight and $200,000,000 
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from passenger service. Added expenses 
are figured at $300,000,000 to cover the re- 
cent wage increase, $120,000,000 more for 
coal, and $200,000,000 more for cars, or a 
total of $620,000,000 as against the 
$900,000,000 prospective increase in rev- 
enue. Recommendation that rates be raised 
by approximately 25 per cent has been 
made to the Director-General, and it 1s ex- 
pected that he will take action within the 
next few weeks and put the increases into 
effect immediately. 
Needs of the Roads 

The vast financial needs of the railroads, 
which it is evidently the plan of the Rail- 
road Administration to have filled, as much 
as possible, by the investor, were clearly 
outlined by Mr. Frank Trumbull, chairman 
of the Chesapeake & Ohio, when he said 
recently: 

“In the last ten years $5,000,000,000 of 
new capital has been invested in the up- 
building of American railways, or an aver- 
age of $500,000,000 a year. The normal 


growth of the country will make necessary 
a still greater increase in railway develop- 


ment in the next ten years.” Mr. Trumbull 
answered the question as to why capital 
has not been flowing into the railroads in 
larger volume by pointing out that in 1916 
—a year of wonderful industrial prosperity 
—the net income of the railways of the 
United States was less than 6 per cent on 
their property investment. In such boom 
times it is not to be expected that capital 
will forego greater opportunities and flow 
freely into an industry showing a net in- 
come of-no more than 6 per cent. 

It is generally conceded by railroad men 
that compensation to the roads based on the 
average of the three fiscal years ended June 
30 is perfectly fair. These were good aver- 
age years, and it is likely that the annua! 
sum paid to all the roads may be only 
$100,000,000 less than the net results of 
the best year of the period. Application of 
the three-year average rule of compensa- 
tion will hardly be fair, however, for the 
recently reorganized roads which are show- 
ing a rejuvenated earning power. But the 

- Government has shown that it is playing 
fair with the railroads, and stockholders of 
the once bankrupt properties are taking 
heart in consequence. It is not at all un- 
likely that special contracts will be made 


with these roads which will allow the stock- 
holders to benefit from present increased 
earning power, rather than suffer from the 
legacy of mismanagement. 

The Government will undertake to be a 
model tenant, for it is pledged to return 
the roads in as good order as when it took 
them. In England, shortage of men and 
materials has necessitated some little neg- 
lect on lines unessential to the carrying on 
of the war. But in each case a regular 
allowance for maintenance is made and 
paid into the treasury of the company when 
not expended. There will be no such de- 
terioration here, however, as the Director- 
General has ordered that work on exten- 
sions and improvements shall be put 
through without delay, the Government fur- 
nishing funds wherever necessary. 

As to Government ownership, it is to be 
remembered that President Lincoln took 
over the 2,600 miles of railroad in exist- 
ence in Civil War days, and appointed a 
military-director and superintendent ot 
railroads, under the Railroad and Tele- 
graph Act of Jan. 31, 1862. Government 
ownership after the war was talked of then 
as a practical certainty, but it hasn’t come 
yet. It is unthinkable that the Government 
would attempt to buy the railroads for less 
than their capitalization, as it is now get- 
ting, or about to get, first-hand experience 
in the matter of raising railroad capital. 
Moreover, it is learning in a practical way 
what this capital is worth when put into 
terminals, roadbed, motive power, and 
equipment. 

Rails on the Bargain Counter 

Railroad stocks have for a long time been 
on the bargain counter—come what come 
may. There are indications that investors 
of large calibre who began to liquidate their 
holdings of rail stocks in the fall of 1916 
have recently been taking them back. They 
know that bull markets follow bear mar- 
kets. 

The, war has brought the railroad prob- 
lem to every man’s threshold. The public 
was made to realize last winter that there 
were reasons of long standing for the rail- 
way breakdown. From now on national 
regulation of the carriers will have to be in 
the public interest. The public and the 
large body of railroad stockholders are one 
and inseparable. 
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Rise of Henry C. Frick —“Coke King” 


How He Builded One of the Greatest Fortunes in America 
—Partner and Then Enemy of Carnegie—A “Per- 
fected Modern Business Man” 





By BARNARD POWERS 





ALL STREET has its silent forces, 

men of great wealth and great 
ability, whose unseen hands work 

the great levers which control the 

course of events in the financial district. 
James Stillman was one and Henry Clay 
Frick is another. The former was known 
as the “Silent Man of Wall Street” and the 
latter is known as the “Silent Man of Pitts- 
burgh.” Although they builded their great 
fortunes in wholly different lines—Stillman 
was a banker and Frick a coke and steel 
manufacturer—they have many similar 
characteristics. Both were men of fertility 
of imagination, energy, ability and persist- 
ence. Both were men (the past tense ap- 
plies to Mr. Stillman alone, since Mr. Frick 
is very much alive), self-possessed, ap- 
proachable and courteous. Both avoided 
the light of publicity with a diligence either 
amusing or pathetic according to one’s 
viewpoint. Both worked powerfully in 
their chosen lines with astounding results. 
Look for Henry Clay Frick’s office in the 
telephone book and you will not find it. 
His marble palace at Fifth Avenue and 
70th St., with its green lawn—one of the 
few flanking that great boulevard—and its 
art gallery wing, where are housed the 
Fragonard panels which cost their owner 
$1,000,000, are listed, but apparently Mr. 
Frick is a man without an office. You may 
not find or see him in Wall Street, but some 
day when you are short of Steel or Reading 
or Pennsylvania, and the whole market 
surges forward with sickening violence, you 
will feel his presence. Not that he is a 
speculator or trader in the ordinary term, 
but he is a powerful financial factor and 
one of the mysterious “they” who operate 
in the market for the long swings which 


yield ten, twenty, forty or a hundred points 
profit before their culmination. 


H. C. Frick, “Manufacturer” 


Most very wealthy men who have made 
millions in Wall Street made large fortunes 
before they came to the financial district. 
Henry C. Frick is one. He is one of the 
“barefoot boys” of Pittsburgh and earned 
a huge fortune, first in the manufacture of 
coke and later in the manufacture of steel. 
But make no mistake. Henry C. Frick is 
no “rough diamond.” Although of little 
schooling, he has spent his life not only in 
rearing a huge fortune but in cultivating 
his mind. He is a well-read, polished man 
of the world, a finished product of civiliza- 
tion. 

In “Who’s Who,” Mr. Frick appears not 
as a “capitalist” or “financier,” but under 
the unassuming title of “manufacturer.” 
His biography contains no list of clubs. He 
founded his fortune as a producer of coke, 
and perhaps he is prouder of the title 
of manufacturer than he is of more sono- 
rous appellations. 

Overton, Pa., is Mr. Frick’s home town, 
where he was born sixty-nine years ago on 
the 19th of December. His great-grand- 
father came to this country from one of the 
small Swiss cantons in 1750. His father, 
John W. Frick, married the daughter of 
one Abraham Overton, an honest muller. 
The elder Frick made his living by tarm- 
ing, having essayed the business world and 
failed. Henry Clay was one of five chil- 
dren, three boys and two girls. He was 
brought up in the hard-working, sober, 
Pennsylvania Dutch atmosphere of western 
Pennsylvania. He carried buttermilk to 
the pigs, oatmeal water to his father, and 
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went barefoot in summer to save his shoes 
for the winter. 

Henry Frick the boy learned that life is 
principally made up of labor. He got the 
habit of working fixed so early in life that 
it never wore off. Im later years his life- 
long friend, E. L. Schoonmaker, remarked, 
“To pour work upon Henry is like pouring 
water on a duck’s back.” 

At fourteen young Frick went to work {n 
a general store, partly owned by an uncle, 
at Mt. Pleasant. Here he learned more 
about work than he had ever learned before. 
His next job was in a Pittsburgh store 
which sold fancy goods, lace trimmings, 
etc., for women. His pay was $6 a week, 
and he gladly accepted an offer from an- 
other store at the princely salary of $8 a 
week. Here an intermittent fever overtook 
him and he had to go home, but grand- 
father Overholt gave him a position in his 
flour mill and distillery at Broad Ford, Pa., 
which was situated in the heart of the Con- 
nellsville district. Here he was at last in 
the country that was to make his fortune 
and on which he was to set indelibly the 
name of Frick. The young and ambitious 
man saved his money carefully, and when 
one Joseph Rist came along with a propo- 
sition to launch into the then infant indus- 
try of coke-making, young Frick put in his 
capital, and with a cousin the three began 
business on a very small scale. Mr. Frick 
was the brains and energy of the new en- 


terprise, which he ran in conjunction with . 


the flour business. He succeeded in nego- 
tiating a loan of $10,000 from Judge Mel- 
lon, Pittsburgh’s leading banker, and when 
the business warranted expansion from 50 
to 100 coke-ovens, he got another $10,000. 
Like John D. Rockefeller, Frick was a good 
borrower in his early days, and no matter 
how the current of fortune ran he always 
managed to meet his payment. One of the 
secrets of success seems to be to get hold of 
something with merit, throw your body, 
heart and soul into its development and 
keep your powder and cash dry against 
the time of financial stress when the wind- 
falls strew the ground. The panic of 1873 
fell hard on the coke industry. Frick’s 

went under, but to Frick, believing 
as‘he did to his very core in the future of 
the coke business, it seemed a time of great 
opportunity. So it was. 


Coke had dropped under $1.00 a ton 
when Frick applied to Thomas Mellon for 
a loan much larger than any heretofore. 
At the request of the banker, J. B. Corey, 
uncle of W. E. Corey, made a journey to 
Broad Ford to investigate this young man 
who wanted to buy when the others were 
selling. Instead of a prosperous man of 
affairs he found a youth living in a two- 
room coke-burner’s hut. One room was 
used as an office, but both rooms were im- 
maculate, and the neighbors spoke in the 
highest terms of Henry’s honesty and dili- 
gence. Young Frick got his loan and he 
bought up all the coke lands and ovens he 
could get at rummage-sale prices. Then 
and there he gained his hold on the indus- 
try which he never let go and which earned 
for him the title of “The Coke King.” The 
following few years justified his judgment. 
Industry picked up all over the country, 
the steel business boomed and the price of 
coke, which is an essential in the manufac- 
ture of steel, soared to four and five dollars 
a ton. Before he was thirty Frick was a 
millionaire. The H. C. Frick Coke Co. 
eventually grew to an organization owning 
40,000 acres of coal lands, employing 11,- 
000 miners, and producing 1,000,000 tons 
of coke monthly. 

Joining with Carnegie 

It was but natural that the steel master 
of Pittsburgh and the coke master of Con- 
nellsville should get together. Each needed 
the other. Andrew Carnegie sent brother 
“Tom” to look Frick and the Frick proper- 
ties over, and Tom reported to brother 
“Andy” that an alliance would be mutually 
beneficial. The result of negotiations was 
that Frick sold to Carnegie a half interest 
in the H. C. Frick Coke Company. This 
was the beginning of the relationship with 
Carnegie which lasted for some years, only 
to be broken by a bitter quarrel. 

In 1889, Mr. Frick agreed to become the 
chairman of Carnegie Brothers & Co., Ltd., 
in return for a substantial stock interest. 
At once he plunged into the work of co- 
ordinating the great steel company, and for 
six years he worked day and night. He ac- 
complished wonders. 


The Homestead Strike 


In the great battle between organized la- 
bor and capital known as the Homestead 








Mr. HENRY CLAY FRICK 


Who began life as a farmer’s boy and before he was thirty years old had become a millionaire 
and gained the title of “Coke King.” At one time he was a partner of Andrew Carnegie 
and today is a dominating factor in the U. S. Steel Corporation. He is regarded as among the 
first ten rich men of America. Although a great power in American finance, he regards himself 


as a “manufacturer” and is as simple and unostentatious in his habits of life as when he had 


hundreds of dollars where he now possesses millions. His hobbies are art and flowers, espe- 
tially chrysanthemums. 
(245) 





TN 








THE MAGAZINE OF WALL STREET 





strike, Frick was the general of capital. 
Labor had been paid on the “tonnage” 
basis, i.e., so much per ton, but labor sav- 
ing devices enabled the workmen to earn 
out of all proportion to their labor. In 
1889, Carnegie had tried to introduce the 
“sliding scale,” but had been beaten by the 
Amalgamated Iron and Steel Workers. In 
1892, Frick, with Carnegie’s approval, de- 
termined to put the Homestead works on a 
non-union basis. The plans having ma- 
tured, Carnegie sought the quietude of Ab- 
erdeenshire in Scotland. Frick remained 
to meet the onset. The battle proved to be 
the Marne of organized labor in the steel 
industry, with Frick playing the part of 
Joffre. The contest was long drawn out 
and bloody, one of the bitterest labor wars 
that this country has ever seen. Four thou- 
sand armed strikers deported the sheriff 
and his deputies, and when Frick sent two 
barges down the river with 300 armed 
Pinkertons in each, a fight ensued in which 
ten men were killed and sixty wounded. 
Eight thousand State troops were finally 
sent to restore order. 

A Russian anarchist named Berkmann 
attempted to kill Mr. Frick in the latter’s 
office and succeeded in shooting him twice, 
once in the neck, and stabbing him three 
times in the side and thigh. 

,“Shall I blow his brains out?” asked a 
deputy with one knee on the would-be mur- 
derer’s chest and a pistol at his ear. 

“No. Lift up his head; I want to look 
at him,” gasped Frick from where he lay 
bleeding on a couch. 

Mr. Frick’s attitude in this dispute was 
that the men were in the wrong and the 
company in the right. ‘Having thus deter- 
mined, there was nothing in the world that 
could induce him to abandon his position. 
And in that connection he said: 

“If the President of the United States 
and his entire Cabinet and the Republican 
National Committee and Andrew Carnegie 
should come to me and sue for peace, I 
would not yield one inch. I shall fight it 
out if it takes all summer and all winter 
and every dollar I have in the world.” 

His position brought upon him the most 
bitter abuse and publicity, which he dis- 
liked particularly. “Slavery had its Legree 
and Protection its Frick” was one of the 
war-cries of that period. Organized labor 
all over the country raised its myriad voices 


in vituperation without succeeding in budg- 
ing an inch, 

This was not obstinacy nor pique. Frick 
was fighting for what he believed was an 
honest principle. The company won hands 
down before the snow flew that year, and 
the strikers afterwards admitted that their 
demands had been unreasonable and un- 
fair. 

Frick was one of the first to sign the 
petition for the pardon of his would-be as- 
sassin, and out of his own pocket, without 
anyone knowing about it, paid for the edu- 
cation of two children whose fathers haa 
lost their lives in the strike. 


The Break with Carnegie 


Frick worked wonders with the Carnegie 
Company. He welded it into a compact, 
efficient whole; built the Union Railroad 
connecting the various plants and carrying 
16,000,000 tons annually; obtained a % 
interest in the Oliver Mining Company 
with its open pit mines in the Mesabi fields, 
which guaranteed the company a minimum 
supply of 1,200,000 tons of ore annually 
for fifty years; obtained the Duquesne Steel 
Company without costing his company. a 
cent; in short, built the Carnegie Company 
into the greatest steel producer in the world. 

But it was not destined that Carnegie 
and Frick should remain partners. They 
were diametrically opposed in temperament 
and characteristics. Carnegie was the ad- 
vocate of paternalism in business, the leader 
who headed an army of enthusiastic follow- 
ers. Frick was the great organizer, a be- 
liever in rule by the board of directors, the 
exponent of the theory of success by co- 
ordination and efficiency. Carnegie won 
his battles by the very impetus of his at- 
tack, supported by the undying loyalty of 
his followers. Frick won victories no less 
great by far-seeing and fault-proof plans 
and strategy. Carnegie was the Napoleon 
of steel and Frick its Von Moltke. Both 
strong men, it was inevitable that they 
should clash. 

The immediate cause of their falling out 
grew from an attempt by Frick and his ad- 
herents to buy Carnegie out. With Henry 
Phipps, W. H. Moore and others he asked 
Carnegie for an option on the latter’s hold- 
ings. The astute Laird of Skibo agreed to 
give a 90-day option on a price of $157,- 
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950,000 in cash and bonds, in considera- 
tion of a cash payment of $1,000,000. 

Che loss from the strike, together with 
organization expenses, would have made 
the total cost to the Frick syndicate in the 
neighborhood of $250,000,000. Frick got 
J. P. Morgan and associates to make a trip 
to Pittsburgh and inspect the properties. 
Frick, always a diffident speaker and lack- 
ing the golden-tongued eloquence of Charles 
Schwab, failed to greatly impress the cold- 
blooded New Yorkers, who thought that 
$250,000,000 was a high price for a busi- 
ness netting $25,000,000 per annum. 

Then came the “Flower panic,” and for 
a while capital hugged the ground and re- 
fused to stir. When Frick and his asso- 
ciates made a trip to Skibo and asked Car- 
negie to renew the option, the wily Scots- 
man announced that he had revised his idea 
of price—upwards—and that he intended 
to keep as pocket money the $1,000,000 
paid for the option. 

Frick sued Carnegie and the latter retal- 
iated by endeavoring under a_ so-catled 
“iron-clad” agreement to oust Frick from 
the company. For a while there was a 
merry war of words, and the two great 
financiers bawled roundly at each other in 
the courts and press to the great delight of 
the reading public. As a matter of fact, 
this “scrap” was of the greatest value to 
hoth, for it showed what enormous profits 
there were in the steel industry and paved 
the way for the formation of the U. S. Steel 
Corporation. 

The dispute was finally patched up by 
the formation of the Carnegie Company, 
from which Frick received $15,484,000 in 
stock and $15,800,000 in bonds for his m- 
terest in Carnegie Brothers, Ltd., and 
later when the Steel Corporation sprang in- 
to existence Frick received $61,300,000 in 
stock and bonds for his Carnegie Company 
holdings. 


A Power in U. S. Steel 

In 1903, when the U. S. Steel Corpora- 
tion wobbled badly and its stock sold at 
panic levels, Mr. Frick was a heavy buyer 
of its securities. Although only a member 
of the finance committee and directorate 
and not an officer, he is a power and a fac- 
tor, perhaps the dominating factor in the 
guidance of its affairs. 

Carnegie and Frick have never forgotten 
their disagreement. When Carnegie built 
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the first modern office building in Pitts- 
burgh in 1900 on Fifth Avenue, near the 
crest of the hill crowned by the Allegheny 
Courthouse, Frick followed in 1904 by 
erecting the Frick building of much greater 
splendor, with furnishings of Carrera mar- 
ble and mahogany and overtopping the 
Carnegie building on two sides. It is said 
that Frick’s hostility to Carnegie and Car- 
negie’s “young men” was one of the rea- 
sons for Schwab’s resignation from the first 
presidency of the Steel Corporation. Many 
persons look upon the Frick palace in Fifth 
Avenue, New York City, as a reply and 
challenge to the Carnegie castle at 90th 
Street in the same avenue. 

Doubtless gossip has exaggerated the an- 
imosity supposed to exist, and that in the 
mellowness of years both have come to look 
back with interest and perhaps amusement 
at their earlier squabbles. 

Frick the Man 

Henry Clay Frick is regarded as the per- 
fected type of the modern business man. 
He is one of the richest men in America, 
his fortune being estimated at anywhere 
from $100,000,000 to $250,000,000. Per- 
sonally I think it is much nearer the former 
figure than the latter. Outside of his busi- 
ness abilities Mr. Frick has many ad- 
mirable qualities that should be a model 
for a younger generation. Shrewd, alert, 
able, progressive, he has never lost his na- 
tive simplicity of manner nor his kindli- 
ness of heart. Simple in tastes, quiet in 
his mode of living, no breath of scandal or 
censure has ever blown his way. He is the 
devoted father of two worthy children. His 
great passion is for art and flowers, espe- 
cially chrysanthemums. His art gallery, 
containing masterpieces by Corot, Romney, 
Murillo, Lawrence Millet, Gainsborough, 
Turner, etc., is one of the finest in this 
country, and he has announced that he 1in- 
tends to leave it, together with the beauti- 
ful marble building which houses it, to 
the public. 

Although not a lavish public giver like 
Mr. Carnegie, the Coke King has already 
erected many royal monuments for the bene- 
fit of mankind, and without doubt will 
leave many more. He has been linked with 
a great era of development in this country, 
but his true fame will come not from what 
he has done for himself but what he has 
done for others. 
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Is Germany “Broke?” 





By FREDERICK W. GEHLE 





O two men will agree on the rela- 
tion of Germany’s finances to the 
duration or the outcome of the 
war. There was a time not long 

since when it was quite generally thought 
that Germany was about to “crack wide 
open” financially, and that consequently 
the end of the war was in sight. Gennany 
has not cracked, and to the confusion of 
those who counted positively on the col- 
lapse of her treasury, she has now com- 
pleted the sale of her eighth and most suc- 
cessful war loan, receiving $3,650,000,000 
in subscriptions, an amount approximately 
equal to that subscribed to our own Third 
Liberty Loan. 

“Broke?” exclaimed a friend in reply to 
a suggestion I made the other day regard- 
ing Germany’s finances, “Germany won't 
be broke until we break her—with the butt 
end of our rifles!” Which was only a way 
of saying what thousands of American cit- 
izens are thinking, namely, that our enemy 
is strong enough in purse to go on with 
the war to a finish. 

Perhaps she is, and then again perhaps 
she is not. It all depends on the way the 
German people look at the mathematical 
proposition that confronts them. It is they 
who are lending the millions and the bil- 
lions with which their government carries 
on the war, and so long as they go on ex- 
tending credit regardless of what it is all 
leading to, and so long as they continue 
supplying their sons to the armies and their 
labor to the mines and munition factories, 
just so long will their government go on 
piling debt on debt, obligation on obliga- 
tion, in an endless succession of war loans. 

Peoples at war do strange things. They 
are not hard-fisted and. calculating in their 
business affairs with their nation, like peo- 
ple at peace. If zealously devoted to their 
purpose, or if carried along on the flood 
tide of glowing promises, their hearts are 
set on only one thing, the prospect of vic- 
tory, and all other considerations are sub- 
merged in one great objective. Thus we 


saw the people of our South in ’63 and ’64, 
carried along by their splendid devotion 
to a lost cause, counting no cost too dear. 
And thus we see the German people car- 
ried along on the flood tide of glowing 
promises, supporting their government to 
the end that those promises may be ful- 
filled. 

Under the circumstances, what are we, 
then, to expect? If a people will go on 
extending credit to their government, re- 
ceiving for their labor the proceeds ot that 
credit only to turn those proceeds back in 
successive loan subscriptions, the process 
can go on indefinitely—indefinitely, that 
is, unless new elements enter the situa- 
tion to alter the people’s war psychology. 
Thus for our Southern States in the Civil 
War it was the elements of bodily and eco- 
nomic exhaustion, which came after the 
credit of the Confederacy had entirely dis- 
appeared, that brought the final surrender. 
And thus for Germany it will be the ele- 
ments of physical, material and moral 
exhaustion, accompanying her financial ex- 
haustion, that will ultimately bring the 
inevitable collapse. 


What the Figures Show 


That the evidence of Germany’s bank- 
ruptcy by itself will not bring about her 
surrender is plain enough. That evidence 
the German people have before them today 
in cold figures, and still they support the 
war. The public debt of Germany has 
reached the appalling total of 32 thousand 
million dollars, and the interest on that 
debt is so large that taxation is failing to 
provide sufficiently to meet the obligation. 
Every day Germany now is compelled to 
pay her people a part of the interest on her 
debt to them by borrowing in the form 
of new credit from them. Whatever the 
angle from which it is viewed, no more un- 
sound scheme of financing could possibly 
be devised. Yet we see that German war 
financing goes on. 

Considering Germany, we must not over- 
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look her vassal, Austria~Hungary, whose 
financial circumstances are equally serious. 
The following table sums up the situation 
that exists in the two countries; in one col- 
umn is given the figures of debt and inter- 
est of Germany and Austria-Hungary at 
the outbreak of the war, August 1, 1914, 
in comparison with the figures of prospec- 
tive debt and interest on August 1 of the 
present year, should the war be carried 
to its fourth anniversary: 


Germany— August 1, 1914 
Debt 5,200,000,000 
Interest ..... 220,000,000 

Austria-Hungary— 

Debt ........$3,700,000,000 


Interest ..... 165,000,000 


August 1, 1918 


$34,000,000,000 


1,750,000,000 


$18,000,000,000 
1,100,000,000 


Before they suffered the hideous crime 
of this war to be brought upon the world, 
the people of the two Teutonic nations 
enjoyed a national wealth of 125 billion 
dollars, and a yearly income of 16 billions. 
Of the income a little more than 13 billion 
was required for living expenses, the bal- 
ance being saved. Before the war some- 
thing less than 2 billion dollars of their 
yearly income was turned over in taxes to 
maintain armies and navies, support gov- 
ernments and meet interest on public debts. 
Henceforward, should the war end tomor- 
row, instead of 2 billion dollars of their 
income, there will be required of the peo- 
ple by the German and Austrian tax col- 
lectors a matter of 5% billion dollars for 
government purposes, the increase more 
than absorbing what these people, with all 
their thrift, were formerly wont to accumu- 
late out of their savings. For Germany 
the prospective amount that will come from 
the pockets of taxpayers yearly is $3,250,- 
000,000, and for Austria-Hungary, $2,- 
250,000,000. 

If this signifies anything, it signifies the 
utmost hardship in the future. For to call 
upon a people to turn over in taxes a third 
of their whole income is to ask something 
heroic. And one is inclined to question 
whether 5% billion dollars will not in the 
future be even more than a third of the 
income of the people of Germany and 
Austria-Hungary, since that part of their 
former yearly income of 16 billion dollars 
that was derived from international trade 
relations may be cut off by a world embit- 
tered against those nations which have per- 
petrated the long list of cruelties of this 


war. Deprived of an outlet for a large 
part of their productive effort, and with 
fixed obligations extended far beyond any 
amount previously dreamed of, the eco- 
nomic fate of Germany would seem to be 
desperate indeed. And if the prospect of 
Germany is bad, that of Austria-Hungary 
is immeasurably worse. 


Stupendous Inflation of Currency 


It is not only debt figures by themselves 
that are appalling. The inflation of the 
currency systems that has come is itself 

















—N. Y. Tribune. 
WHEN THE ALLIES WILL PAY INDEMNITIES 
TO LIQUIDATE GERMANY’S WAR DEBT. 





most serious. The German people are con- 
ducting their*financial operations in dark- 
ness, with no direct measure of their 
strength or weakness. Paper today fulfills 
all the duties of cash currency in Europe; 
there is no such thing any longer as gold 
value within the Central Empires, tor the 
governments have commandeered all the 
gold they could fin@ In the meantime the 
people, in their use of paper money, have 
been made to use something the worth of 
which there is no way of measuring. In 
Germany and Austria-Hungary, at the out- 
break of the war, the ratio of gold and 
silver holdings to the note circulation and 
deposit liabilities of the principal banks of 














issue was 45.6 per cent. At the close of 
last December it was 7.8 per cent, and to- 
day is perhaps not much above 5 per cent. 
Paper money issued by these banks, which 
in the middle of 1914 amounted to $1,124,- 
000,000, had increased eleven fold by the 
close of 1917, and may roughly be placed 
at $15,000,000,000 at the present time. 

Inflation of the circulating medium and 
depreciation of the purchasing power of 
the currency of any country go toyether; 
but in Germany’s and Austria~-Hungary’s 
case, their isolation and the disappearance 
of all gold from trade settlement have made 
it doubly impossible to gauge the degree in 
which the paper money has become depre- 
ciated. 

Perhaps you will say that this is all 
right; that paper money, like war loans, 
can be issued indefinitely so long as those 
to whom it is issued are willing to accept 
it. Very well, but common sense shows 
this to be true: that neither paper money 
nor bond issues can create wealth where 
wealth does not exist, nor can they multi- 
ply wealth where it does exist. 


The German and Austrian people are ac- 
cepting the paper of their governments on 
the assumption that it is backed by wealth, 
either in hand or to be acquired, and it is 
here that the whole sum and substance of 


German war finance finds its source. Hav- 
ing piled up in less than four years a com- 
bined indebtedness that reaches the ap- 
palling total of 50 billion dollars, having 
flooded the length and breadth of Central 
Europe with 15 billion dollars of irredeem- 
able paper money, and having saddled ob- 
ligations upon their citizens that will re- 
quire henceforward more than five billion 
dollars yearly to maintain—in other words, 
having committed their citizens in a man- 
ner that in the ordinary way of thinking 
would be ruinous—the German leaders 
have convinced those citizens that never- 
theless all is well. How? By promising 
that wealth will soon he taken from their 
enemies to wipe the slate clean. 

Place yourself for a@moment in the posi- 
tion of the German people, and judge that 
position from their point of view. Ger- 
many is laden with debt, her public obli- 
gations equal a full third of her wealth, her 
paper money is vastly inflated, her appar- 
ent legacy of the war is overwhelming. Ah! 
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—but offsetting all is the great Hinden- 
burg’s promise of victory to come, and his 
pledge of vast annexations and tremendous 
indemnities. 


The Hope for Indemnities 


The spoils that came out of the Franco- 
Prussian War in the shape of territory and 
money payments perverted the German peo- 
ple; it made of them a lustful race, and the 
recent plunder in Belgium, France, Serbia, 
Roumania, Italy and Russia has whetted 
their appetite for conquest in a way that no 
civilized man for years would have believed 
possible. Their lecherous desire, slaked 
first in Belgium and lastly in Russia, has 
grown with its feeding, and now that de- 
sire is more keen than ever, so that the 
conquest of territory and the levying of in- 
demnities has become a ruling passion of 
Germam: lives. 

Here, then, is the answer to every ques- 
tion that is asked concerning German war 
finance. Germany is plunging over the 
brink of ruin and bankruptcy, self-hypno- 
tized by her cry, “Annexations and In- 
demnities!” The eager gambler who plays 
for big stakes is no more insane than Ger- 
many. With him, too, the end must justify 
everything, or all is lost. Germany's 
whole mad scheme, from first to last, has 
made no provision against defeat. Victory 
only is considered; loot is counted on to 
offset the blood and iron cost of the war, 
indemnities are relied on to make up the 
money cost. Germany’s is the barbaric 
system of Alexander, the ruthless code of 
Caesar. 

Were sufficient territory at the end to re- 
main in German hands to make up for the 
destruction of the lives and limbs of 
3,000,000 of her young manhood, and were 
indemnities to be extorted to an amount 
sufficient to wipe out 30 billion dollars of 
her debt, perhaps Germany would be in a 
position to say that the war had paid for 
itself, as the Franco-Prussian War did. 
But who is there to assume that in the days 
ahead Germany will have the territory of 
others, and the money of others, to pay any 
part of her war cost? Even within the 
walls of the Reichstag itself we find a 
cynical contempt expressed for those who 
count upon such a prospect. “One must 
put on blinkers in order not to see the 
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abyss that is opening in front of us,” said 
Herr Haase, leader of the Independent So- 
cialist Party, a little while ago, and he 
added, prophetically: “How long is the 
war going to be continued? If it goes with 
your wishes (the Pan-German Party’s), 
then the time is not far off when our nation 
will be bled white and destroyed through 
exhaustion.” 


Victory or Ruin 


Germany’s only salvation from bank- 
ruptcy and economic destruction is com- 
plete victory. Missing the mark, she taces 
a future in which she herself must bear a 
back-breaking, impossible burden. Her 
financiers and business men see this, and 
were they permitted to speak they would 
tell to the people what they see. Up to 
now their protests have been gagged in 
their throats by the military party, and 
their concern over the fearful price of all 
that is going on has been laughed to scorn 
by those who count no cost too great for the 
accomplishments of an army in the field. 

Sooner or later all things end, and for 
Germany’s wild financial fling payment 
will sooner or later be demanded. With 
her finances weakened, her credit de- 
stroyed, her international trade gone, 
she will be a_ bloodless Germany, the 
dead ember of a nation. In anticipation, 


are we not, then, entitled to count upon the 
fear of such a catastrophe, in conjunction 
with apprehension over military results, as 
a factor likely to so weaken the German 
people’s purpose to go on, that they them- 
selves will hasten the inevitable break ? 

Its whole foundation resting upon the 
military power’s ability to bring success, 
German- finance will at the last tail as 
German military efforts fail. And by rea- 
son of what we know of human nature we 
can believe that finance may anticipate 
military results, for confidence is a delicate 
thing, and to have the German _people’s 
faith in their military leaders shaken 
would be to have the whole process of se- 
curing resources for war thin away to the 
vanishing point. 

Finance in war time is the meaus by 
which a government converts a nation’s re- 
sources to war. In the process of that con- 
version it is imperative that the confidence 
of the people be retained. Germany’s 
credit is good so long as the German peo- 
ple, faithful to their leaders, agree to ac- 
cept the nation’s evidence of debt. When 
the people refuse to do this the hollow- 
ness of Germany’s finance will be made 
plain. She can secure credit nowhere in 
the world save of her own people. When, 
therefore, German credit ceases, the war 
ceases, 





RIGHT OF CORPORATIONS TO CONTRIBUTE TO THE RED CROS 
WAR FUND 


A few years ago a terrible earthquake occurred in San Francisco, which destroyed many 
lives and much property. Within twenty-four hours the effect of this disaster was felt on all 
the exchanges of the world. If New York City suffered the fate of Liege and Amiens, the 
interests of all corporations would suffer, whether their properties were within the range of 
bombardment or not. Suppose the bubonic plague attacked the City of New York and 
large sums of money were required to stamp it out: Is there any doubt that the directors of 
New York banks and trust companies could properly contribute the stockholders’ money 
to a reasonable extent for the purpose of accomplishing this result? 

No earthquake or plague, however, in its disastrous effect, can be compared with our defeat 
in this war. The enormous expense which a single day’s unnecesary duration of the war in- 
volves must be distributed among all the various property interests of our country in one way 
or another. No interest can avoid contributing its share. 

I am therefore of the opinion that irrespective of any statute, the directors of our corpora- 
tions may properly make reasonable contributions to the Red Cross without consulting the 
stockholders or other beneficiaries.—_Morgan J. O’Brien. 


























Leading Opinions 


About Financial, Investment, Banking and Business Conditions 





“Rails Need Big 
Increase”—N. L. Amster 


N.. L.. Amster, president of Investors 
Protective Association of America, said to 
the Boston News Bureau: 

“The wage increase recommended is larger 
than expected. 

“When I appeared before the Interstate 
Commerce Commission November 15, 1917, I 
pointed out that it was not only a matter of 
the 15% increase in rates which the railroads 
were then asking, but that in the light of the 
general situation the Interstate Commerce 
Commission was justified in advancing freight 
rates from 30% to 40%. I still maintain that 
this is what the commission will have to do 
if the Administration expects to make a suc- 
cess out of Federal control of railroads. 

“England advanced rates 50% and that is 
what should be done in this country to put 
transportation on a par with cther industries. 

“The wage commission had among its mem- 
bers, Mr. Carter, president of the Locomotive 
Engineers, representing the railroad employees. 
but there was no one on the Wage Commis- 
sion Board representing railroad stockholders 
—the real owners of our railroads. 

“Mr. Carter is now Labor Director, and will 
have a voice in the Government’s administra- 
tion of railroads, while the stockholders—the 
owners of the railroads—are in no way rep- 
resented in the Government administration of 
the roads. 

“Stockholders should emulate the railroad 
employees and men in other trades and pro- 
fessions and organize themselves into mutual 
protective associations to protect their 
interests.” 


Bankers Oppose Bank 
Deposits Guarantee 


Walter E. Frew, Chairman of the Clear- 
ing House Committee of the New York 
Clearing House Association, has made pub- 
lic a copy of a protest made against 
the passage of Senate Bill 4,426, which 
provides for the guarantee of bank deposits. 
This protest has been signed by every one 
of the fifty-eight members of the associa- 
tion. 

“Senate Bill 4426, now pending in the 
United States Senate,” the protest says, “puts 
a premium upon incompetence. It proposes 
that the Government of the United States 
guarantee all deposits in national banks of 
$5,000 and less, and that the Government 


guarantee up to $5,000 in all deposits in excess 
of that amount; of course this guarantee is to 
be made good at the expense of the conserva- 
tively managed and successful banks. 
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“Should such a proposition be enacted into 
law, any national bank, however inexperienced 
its official managers ; however limited its capi- 
tal resources compared to the field of its ac- 
tivities; however given to risky adventure; 
however venturesome in buying deposits by 
paying excessive rates of interest, however 
wanting in the proven qualities which time 
and experience have shown to be indispensa- 
ble to successful. bank management, such a 
bank would, nevertheless, be able to solicit 
business, truthfully claiming that their de- 
posits were protected, as above stated, by the 
combined financial strength of the whole na- 
tional system. Good banks would thus be 
compelled to give of their strength to induce 
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the creation of and then to support incompe- 
tent rivals.” 


“Imperative Need of 
More Ships”—Colby 


The speeding up of the shipbuilding 
program to meet present war emergencies 
was urged by Bainbridge Colby, of the 
United States Shipping Board, and Ed- 
ward A. Filene, chairman of the war ship- 
ping committee of the Chamber of Com- 
merce of the United States, at a meeting 
held by the Merchants’ Association of New 
York at the Bankers’ Club. 

Mr. Colby expressed himself in part as 
follows: 

“I am here to urge the adoption of the reso- 


lution passed at the recent Chicago conven- 
tion of the Chamber of: Commerce of the 
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United States. They call upon the business 
men of the country to get behind the nation’s 
shipbuilding program. The hour has come to 
subordinate every activity, every project, 
every aim to the Supreme duty of keeping 
the ocean highways open to our troops and 
to our war commerce. If the shipyards need 
men, I ask you, even to the detriment of 
your business organizations, to give up your 
employees for work on the ships. If more 
room or land is needed at any point, it must 
be arranged without haggling and without 
delay. If the need is of transportation for 
workmen, or housing, or materials, the ship- 
building program must be recognized as hav- 
ing the first, as it has the highest claim. _ 

“T want to see 1,000,000 men in the ship- 
yards. Our program, great beyond precedent, 
is not great enough. It must be doubled, and 
then trebled. As a step in the pathway of the 
clearest patriotic duty I appeal to the great 
community of Greater New York to close 
ranks and stand solidly behind your ship- 
builders in the performance of their task. 
Study the work, master its needs, consult its 
manager and directors, and then give, and sac- 
rifice, and do.” 


“Keep Dollar at 
Par”—Sen. Owen 


In a recent address to the Senate, Senator 
Robert L. Owen of Oklahoma made a 
strong plea for keeping the dollar at par, 
and vigorously attacked the remarks of 
F. I. Kent before the National Foreign 
Trade Council at Cincinnati when the lat- 
ter said that the cry for a dollar at par had 
no place in time of war. 

Senator Owen said in part: 


“Among others, I have been crying ‘for a 
dollar at par,’ as the chairman of the Bank- 
ing and Currency Committee of the United 
States Senate. A dollar at par abroad is just 
as important as a dollar at par at home, pre- 
cisely in degree to the American business in- 
volved. 

“Mr. Kent’s advice is injuring America, and 
thereby serving Germany, and on behalf of 
the American people—whatever the good pur- 
poses of the advisor—I denounce the advice 
as hostile to the interests of America. 

“Keeping the pound sterling at par ‘has a 
place’ in Great Britain’s policy. 

“Keeping the India rupee at par ‘has a place’ 
in East India policy, and the United States 
Senate and the House of Representatives 
passed a bill, at the request of the Treasury 
Department, to melt 350,000,000 of silver dol- 
lars, among other things, to preserve the 
parity of British currency in India, which 
German‘ propaganda was deliberately trying 
to break down. 

“The advice of foreign exchange expert, Mr. 
Kent, that the cry of a dollar at par has no 
place in time of war I shall answer, and will 
show the utter fallacy of his arguments, 


which are so misleading and so certain to 
injure America. 

“Any man who argues against doing what 
reasonably lies within our power to put the 
American dollar at par is giving advice injuri- 
ous to the United States, even if he be in 
charge of the Foreign Exchange Division 














N. Y. American. 
“HURRY, HINDENBURG!” 





under-the Federal Reserve Board. The Na- 
tional Foreign Trade Council needs better 
advice than it got at Cincinnati from Mr. 
Kent. The United States Treasury needs a 
new set of advisers, because their advisers 
are advising against the interests of the people 
of the United States, and I am not willing to 
be silent when this injury to America is being 
perpetrated.” 


“Greater Taxation 
Coming”—W. J. Boise 


The markets were not greatly disturbed 
by the announcement that new financial 
legislation may be required to provide for 
the vastly greater war outlays by the Gov- 
ernment, writes W. J. Boies in the N. Y. 
Times. 


Indications that the appropriations for 
1918-1919 would exceed 000,000,000 and 
that income and excess profit taxes would 
probably be further increased as a means of 
meeting these demands directed attention 
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again to the extraordinary financial burdens 
of the war. Senator Smoot, leading statisti- 
cal expert of the Senate Finance Committee, 
may have overstated the situation in declar- 
ing that the requirements of the war for 1919 
would strain every institution and force the 
people to make new sacrifices. But he was 
right in saying that increased economies by 
individuals and corporations would be neces- 
sary in order to finance the burdens of another 
year of war. The Administration is not 
likely to make the mistake, however, of in- 
creasing taxation to a point where the coun- 
try’s industries will be forced to curtail pro- 
duction. The alternative is additional hond 
issues by the Government, with largely in- 
creased sales to private investors. 
Extraordinary sales of bonds to small in- 
vestors have placed upon the Government the 
. eeepoeenality of furnishing such protection as 
shall insure the safe keeping of these securi- 
«ties. “The Government has been urged to do 
this by bankers familiar with the difficulty of 
protecting small investors at a time when they 
are making an interesting test of bond invest- 
ments for income producing purposes. The 
Treasury officials should lose no time in ex- 
tending safe deposit facilities to holders of 
$50 or $100 bonds. This protection might be 
provided through an arrangement with the 
' postal savings banks, whereby holders of 
'“baby bonds” could deposit their securities 
and obtain a receipt or pass book, giving the 
details of their deposit and providing for the 
collection of coupons as they matured. The 
postal savings banks would probably benefit 
from this arrangement, since the interest paid 
by the Government would in many cases be 
left as a savings deposit for use as needed. 


Maintenance of Trade 
a War Necessity 


Final proposals adopted by the Fifth 
National Foreign Trade Convention, held 
at Cincinnati, Ohio, calling attention to the 
need of the maintenance of our foreign 
trade as an essential part of a strong war 
policy, are contained in a leaflet now being 
issued by the National Foreign Trade 
Council, the Chairman of which is Mr. 
James A. Farrell, President of the United 
States Steel Corporation. 

To play its part in winning the war, Ameri- 
.can foreign trade must be maintained both 
as a support of national credit and a source 
of materials required in military and naval 
operations. The war needs of the Entente 
Powers vastly expanded our commerce be- 
tween 1914 and 1917. Our own entry into 
the war calls for the maintenance of trade 
with the great markets that are the economic 
if not the political allies of the nations fight- 
ing Germany. 

The imperative need of the hour is the 
presence in the North Atlantic of as great 
tonnage as can be handled in military trans- 


port without weakening the lines of supply of 
our forces which originate in all the non- 
European markets. Sacrifices necessary to 
this end will be gladly borne. 

The best preparation for an effective after- 
the-war trade policy is adherence to sound 
business principles in the regulation and re- 
striction of trade during the war. The War 
Trade Board, the Department of State, with 
the diplomatic and consular services, the De- 
partment of Commerce, the Federal Reserve 
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Board, the Federal Trade Commission, the 
Tariff Commission and the Shipping Board 
can assist American enterprise by the negotia- 
tion of advantageous commercial treaties by 
collecting and disseminating more extensive 
and detailed information of foreign markets 
and suggesting improved financing, selling and 
purchasing methods. 

The failure of Congress to grant adequate 
appropriations for foreign trade promotion 
through the diplomatic and consular services 
and the Department of Commerce is a na- 
tional reproach. 

To meet world competition, American busi- 
ness must be relieved of disadvantages im- 
posed by legislation and protected by govern- 
mental action from possible discrimination 
in foreign markets. 


“Maintain Our 
Greatness”—L. E. Pierson 
Lewis E. Pierson, chairman of the board 
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of the Irving National Bank of New York, 
speaking before the Texas Bankers’ Asso- 
ciation, at Galveston, Texas, said: 

“If after we shall have won this war, as 
win it we must and shall, we find national 
resources depleted, weakened and disorgan- 
ized, unfit to bear the tremendous burden of 
sustained effort which will be imposed upon 
them, we shall have the very poor consola- 
tion of knowing that we ourselves are almost 
entirely to blame. There should be nothing 
in the fact of war, even such a terrible, de- 
structive war as this, which at its end should 
find this great, powerful, vigorous, almost im- 
measurably wealthy nation of ours in any but 
a healthy, active and highly efficient condition. 
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—N. Y. Tribune. 
SATURDAY NIGHT IN THE AEROPLANE 
FACTORY. 


Our national greatness is built upon our su- 
periority in the field of business. The Amer- 
ican may lack efficiency as the world un- 
derstands that word—he may lack techni- 
cal business training, and his business ex- 
perience may have been limited, but, at that, 
the efficient, trained, experienced business 
man from other lands who has met. this 
American has come to classify him as the 
most dangerous of all dangerous competitors. 

“In this war the nation is suffering a great 
loss because in the business features of it the 
representation of business has not been suf- 
ficiently strong. We realize that the business 
of the nation is without governmental leader- 
ship and that government machinery is not 
supplemented by business to anything like the 
extent demanded by the seriousness of the 
national emergency. We know that upon both 





sides is to be found the extreme of good in- 
tentions—that business men everywhere are 
anxious to concede and sacrifice and serve 
that our purpose in the war may be accom- 
plished, and that government is equally 
anxious to do all humanly possible to the 
same end.” 


“War in Serious 
Stage”—H. P. Davison 


H. P. Davison, chairman of the War 
Council of the American Red Cross, who 
arrived at an Atlantic port, after having 
visited the Allied fronts, said that his voy- 
age was comfortable and uneventful. Mr. 
Davison said that while the military situ- 
ation is serious, the Allies will and must 
win. 

“This war is still in a very serious stage, 
and the demands upon our people for sacrifice 
and support of it are greater than ever before. 
There is no occasion for anything but confi- 
dence, but that confidence must be based upon 
determined effort and willingness on the part 
of every man and woman to do their part. 

“Our boys as they arrive in France are 
showing the most wonderful spirit. They y go 
into action with a dash and bravery which is 
the talk of all Europe. But the price which 
will have to be paid for victory will be very 
heavy and it will be some time before our 
boys can become as effective as they must be, 
to help France, England, Italy and Belgium 
to win the victory which must be won.” 


Wall Street 
Grows Cheerful 


Hayden, Stone & Co.—We believe that 
the period of liquidation has been completed 
and that the low levels of six months ago are 
most unlikely to be seen again. We believe 
we have entered on a fairly broad construc- 
tive period that, marketwise, is apt to culmi- 
nate with the actual ending of the war. At 
the moment, the market has a great deal in 
its favor, and we believe we are likely to see 
a fair amount of activity, with some tendency 
toward higher prices. There are, certainly, 
still splendid investment opportunities. At 
the same time, from a speculative standpoint, 
it is to be remembered that a considerable 
advance has already taken place, and that the 
development of a broad bull market, under 
present conditions, is most unlikely. 


Goodbody & Co.—We think it reasonably 
safe to count on an advance in freight rates 
that will not average much less than 25 per 
cent, or over $700,000,000. The increase in 
passenger rates will add about $200,000,000 
more. 

It is hard for railroad stockholders to real- 
ize all that this great increase in rates means. 
When they fully realize that these increases 
in rates make it reasonably certain that the 
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present interest and dividend rates on railroad 
securities will be continued for many years, 
and possibly for decades, we do not think that 
they will let many of these securities continue 
long to sell on a basis to yield 8 or 10%. 

The good railroad bonds and stocks of 
1915-1917 will virtually become government 
bonds, while the government is in control. 
And if, 21 months after the war has ended, 
the railroads should go back to their present 
owners, the increased rates would probably 
be ample to protect the present interest and 
dividend rates. For it is highly probable that 
the cost of operation will decline sharply 
when peace comes. 

In general, we would expect dividend-pay- 
ing railroad stocks that are selling on a basis 
to yield 7% to 10% to advance until they 
yield from 6% to 7%% and bonds that are 
now selling to yield from 7 to 10% to advance 
until they yield from 6 to 7%. 

Some of these stocks are Baltimore & Ohio, 
Southern Railroad preferred, Union Pacific, 
Northern Pacific, Great Northern preferred, 
Kansas City Southern preferred, Atlantic 
Coast Line and the Chicago, Rock Island and 
Pacific preferred stocks. All of these yield 
more than 74%4% at their present prices. 


Keane, Zayas & Potts.—A good line on 
the future of the steel industry is to be found 
in the announcement that the Steel Corpora- 
tion is to expend $75,000,000 on an ordnance 
plant which will be the largest in the world. 
This plant is to be built at the command of 
the Government, and will ultimately become 
the property of the Government although op- 
erated by the Steel Corporation. The Beth- 
lehem Steel Corporation is already operating 
to capacity of its enlarged plant on ordnance 
orders. 

Another encouraging sign of the times is the 
move made by Charles M. Schwab as Direc- 
tor of Shipbuilding in cancelling a number of 
cost-plus contracts and substituting for them 
contracts at fixed sums for certain ships in 
order to speed up production. And still an- 
other is the allocation of raw materials by 
which it is hoped to obtain capacity produc- 
tion by all the steel mills, small as well as 
large. 

Overweening confidence, however, is not 
warranted by conditions existing today, and 
setbacks are to be expected and provided 
against. The price movement has been rapid 
—most too rapid, in fact. A slowing down 
in the pace is to be expected if not actually to 
be desired, The war is not ending. It will 
not be won or lost on the present front in 
France. As for the United States, we are just 
getting into it on a large scale. We must pre- 
pare for reverses while hoping and striving 
for victory. 


J. S. Bache & Co—The bull market, 
which has been under way for the last three 
weeks, has some remarkable characteristics 
which do not seem to have been present in 
markets of its kind previously. Advances of 
such continuous and marked character as have 
prevailed, have heretofore been accompanied 
by increasing public participation as prices 
rose higher and higher. But today broker's 
loans are lower than when the rise began. 
Commission houses in stocks throughout the 
country find that their customers are selling 
securities and they are mystified as to who 
are buying them. One explanation given is 
that large investors, capitalists and manufac- 
turers, with accumulated funds, are buying 
these stocks 

Reactions from the excited markets are 
natural and, in fact, necessary to avoid ir- 
rational plunging in to buy because prices 
are rising rapidly, and not because of merit 
or meritorious prospects—a kind of specula- 
tive furore which is bound, if unchecked, to 
result in conflagrations. 


The favorable underlying conditions still 
exist. Prices have only here and there risen 
beyond investment values. The requirements 
of the new Liberty Loan have been thus far 
easily financed, the favorable crop outlook 
has had further good weather to enhance it, 
and the country’s business is in enormous 
volume, and, on the whole, accompanied with 
good . profit margin. Distribution of large 
earned surpluses or rearrangement of them 
for the benefit of stockholders, seem at least 
to be foreshadowed. 


Knauth, Nachod & Kuhne.—The thor- 
ough success of the Third Liberty Loan flo- 
tation has been instrumental in placing one 
or more government bonds in the hands of 
one-fifth of the population. No government 
ever before made such a record and the suc- 
cess of this loan may be ascribed largely to 
the extraordinary publicity campaign prose- 
cutéd along intelligent lines. Nothing ap- 
proaching this campaign in completeness has 
ever been tested in the bond market and the 
remarkable results achieved may be expected 
to influence all future bond selling. The 
full story of this historic loan will not be 
available until complete reports have been 
filed by the committees and sub-committees 
operating in all twelve Federal Reserve dis- 
tricts. The issue was largely over-subscribed 
and the results fully equalled the most san- 
guine expectations. It is apparent, too, that 
the success of the government loan flotation 
will be immensely helpful to the general bond 
market, whose potential strength has been ma- 


_terially increased through interesting many 


million citizens in bonds as investments. 
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Our Six Liberty Loans 


Comparative Study of Their Important Features — Essential 
Characteristics of Each—More Issues to Come 





By IRVIN 


GILLIS 





E have all bought our Liberty 

bonds. Most of us have some of 

‘all three primary issues, and there 

= they lie in the box. What are we 

going to do with them? We notice the quo- 

tations on the Exchange with mild interest. 

We are not disturbed because the old 4s or 

the news 444s go down a point or two. They 

will go back some time, and anyhow we 

didn’t buy as a cold investment proposition. 

Still, we have the bonds, and as shown by 

the tables herewith, they are accompanied 
by varied provisions. 

It will be a surprise to some holders to 
know that the three primary issues have 
become six. It will be still more of a sur- 
prise to know that one of the conversion 
privilege dates is already past, that of con- 
verting the original 34s into 4s, although 
this conversion privilege was of relatively 
minor importance. 


Converting the 314s and 4s 


If a purchaser of the 3%4s has already 
converted into the 4s, he can still, until 
November 9, convert into 4%4s. This he 
will do if he wishes a shorter term, higher 
yield security, and is not concerned with 
the tax exempt features of the 3%s. Of 
course, the original 34s are convertible 
into all new higher rate bonds having a 
maturity of more than five years, but it 
seems doubtful whether it will pay to hold 
the 3%s on the speculation that they will 
prove to be a “call” on bonds more attrac- 
tive than the 414s. Most of the holders of 
the 3%4s, except the very wealthy, to whom 
the 3%4s bring tax exemption, will convert 
into 4%4s before November 9. 

Holders of the original Second 4s or the 
4s converted from the 314s, must convert 
them into the 4%4s before November 9, or 
lose the only conversion privilege they have. 
However, there is no immediate necessity 
about the conversion. 


The Treasury Department is so over- 
whelmed that bond holders are asked not 
to present the bonds for conversion before 
July 1, although it is stated that the ad- 
justment of interest may go against hold- 
ers of old bonds who do not present them 
for conversion before June 15. The in- 
terest loss for any but large holders is neg- 
ligible and nearly all holders will hold the 
old bonds until after July 1. 


The Stabilizing Fund 


Just how the government purchase plan 
will work out no one seems to know. The 
plan seems certainly to apply to all issues 
except the original 34s, but when it limits 
the amount purchased in any one year to 
5 per cent of the original amount outstand- 
ing the language of the act appears diffi- 
cult. What would be the original amount? 
Would it be the amount converted ? 


What Will the Next Loan Be? 


The government seems quite committed 
to limiting further bond issues to 444%. 
Is this possible, with the new 4s already 
on a 444% basis? I believe so. Issues * 
of 4%4s might be sold a little below par. 
They could be given a redemption feature 
that would hold out possibilities of profit 
to the holder. Short term issues, really 
treasury notes, could consistently be offered, 
even at higher ‘rates than 414%, and still 
prove economical to the government, on the 
theory that the higher rates would have to 
be paid for a comparatively short time only. 
It does not seem probable that the Gov- 
ernment will hold down the rate by mak- 
ing them tax exempt for the very wealthy. 

However, no matter what the rate is, next 
time the government calls for funds, or the 
maturity, or the terms, we shall be further 
into the war; we shall realize even more 
what the war is about, and we will furnish 
the necessary funds. 
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AMOUNT 


DATE OF 


ISSUE, MA- 
TURITY, INTEREST 
DATES. REDEMPTION 


DENOMINATIONS 





FIRST LOAN 


LO 
YJ 


FIRST LOAN 
4% Converted 


FIRST LOAN 
44% Converted 


SECOND LOAN 


4% 


SECOND LOAN 
4%4% Converted 


THIRD LOAN 


44 % 


$2,000,000,000 offered 
and allotted. $3,035,- 
226,850 subscribed. 
Amount issued _ re- 
duced by conversion. 


Dependent upon 
amount of First 3%s 
converted to and in- 
cluding May 15, 1918. 


Dependent upon 
amount of. First 4s 
converted into this is- 
sue to and including 
Nov. 9, 1918. 


$3,000,000,000 offered, 
treasury allowed to 
allot 4% over-subscrip- 
tion. Subscription $4,- 
617,532,300. Allotted 
$3,808,766, 150. 


Dependent upon 
amount of Second 4s 
converted to and in- 
cluding November 9, 
1918. 


7 $3,000,000,000 offered, 


treasury allowed to 
allot to full amount 
of over-subscription. 
Amount as yet not 
announced. 


Issue—June 15, 1917. 
Maturity—June 15, 1947. 
Int. Pay.—June and Dec. 15. 
Redeemable on June 15, 
1932, and after on any in- 
terest date upon three 
months’ notice. 


Issue—Nov. 15, 1917. 
Maturity—June 15, 1947. 
Int. Pay.—June and Dec. 15. 
Redeemable on June 15, 
1932, and after on any in- 
terest date upon three 
months’ notice. 


Seemn~lifien 9, 1918. 
Maturity—June 15, 1947. 
Int. Pay.—June and Dec. 15. 
Redeemable on June 15, 
1932, and after on any in- 
terest date upon three 
months’ notice. 


Issue—Nov. 15, 1917. 
Maturity—Nov. 15, 1942, 
Int. Pay.—May and Nov. 15. 
Redeemable on Nov. 15, 
1927, and after on any in- 
terest date upon six months’ 
notice. 


Issue—May 9, 1918. 
Maturity—Nov. 15, 1942, 
Int. Pay.—May and Nov. 15. 
Redeemable on Nov. 15, 
1927, and after on any in- 
terest date upon six months’ 
notice. 


= 


lesne—Dlan 9, 1918. 
Maturity—Sept. 15, 1928. 
Int. Pay.—March and Sept. 
15. 

Not redeemable before ma- 
turity. 


Coupon—$50, $100, $500, $1 
Registered—$100, $500, 
$5,000, $10,000, $50,000, $ 


Interchangeable as to kind 
denomination. 


Registered— $50, $100, 
$1,000, $5,000, $10,000, $x 
$100,000 

Interchangeable as to kind 
denomination. 


Registered—$50, $100, 
$1,000, ae $10,000, $8 
$100 

ns A as to kind 
denomination. 


( np nage $100, $500, $1 
$5,000, $10. 
Registered— 0, $100, 
$1,000, $5,000, $10,000, $30 


Interchangeable as to kind 
denomination. 


Coupon—$50, $100, $500, $] 
$5,000, $10. 0,000. 
Registered—$50, $100, 
$1,000, $5,000, $10,000, $% 
$100,000. 

Interchangeable as to kind 
__ denomination. 


‘Coupon— $50, $100, $500, : 


$5,000, $10. 

Registered 0 $100, 
000, $5,000, $10,000, $% 

$160,000 

Interchangeable as to kin¢ 

denomination. 


NOTE—The above is the most comprehensive analysis in table form published in any 


periodical. 


It is well worth preserving for future reference. 
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Six Liberty Loan Issues 


CONVERTIBILITY. 


TAX PROVISIONS. 





“Convertible into | any higher interest rate bond 
issued during the war, of maturity more than five 
years, Upon conversion, bond will have the 
same maturity, interest dates and redeemability 
as the original First 344% issue. 


Convertible until Nov. 9, 1918, only into next 
higher rate bond of more than five years ma- 
turity, i.e., the 44% issue, but upon conversion, 
bonds will have the same maturity, interest dates, 
and redeemability as the original First 34% 
issue. 


Convertible until Nov. 9, 1918, only into next 
higher rate bond of more than five years ma- 

turity, i.e., the 444% issue, but upon conversion, 

bonds will ‘have the same maturity, interest dates, 

_, redeemability as the original Second Loan 
é issue, 





Government 


issues, 
standing at the beginning of each year. 


In succeeding years, including one year from the erd of the war, he may 
He may not pay more than par on the average for any year’s purchases. 


Exempt, principal and interest from all Federal 
income taxes, excess-profit, war profit and all 
other Federal, state or local tax—except that they 
are subject to estate inheritance taxes. 

Investment in these bonds does not free corpora- 
tions from 10% tax on undistributed net income. 


Exempt, principal and interest from normal i 
come tax, but subject to super-normal income 
tax, excess-profits and war-profits tax, except 
that interest on investment of not over $5,000 of 
this converted issue is exempt from such taxes. 
Investment of undistributed net income of a cor- 
poration in these bonds frees it from 10% tax of 
Federal Income Tax. 

Subject to estate and inheritance tax, but ex- 
empt from all other Government, state and local 
taxes except as _abov e. 


Exactly the same as the Tax Provisions for 
the First Loan 4% Converted issue given im- 
mediately above—plus the provision that bonds 
held by an individual the six months preceding 
his death will be accepted principal and interest 
in payment of Government estate and inheritance 
taxes. 


principal and interest from normal in- 
come tax, but subject to super-normal income 
tax, excess-profits and war-profits tax, except 
that interest on investment of not over $5,000 in 
this issue is exempt from such taxes. 

Investment of undistributed net income of a cor- 
poration in these bonds frees it from the 10% tax 
of Federal Income Tax. 

Subject to estate and inheritance tax, but ex- 
empt from all other Government, state and local 
taxes except as above. 


Exempt, 


Exactly the same as the tax provisions for the 
Second Loan 4s issue given immediately above— 
plus the provision that bonds held by an in- 
dividual the six months preceding his death will 
be accepted principal and interest in payment of 
Government estate and inheritance taxes. 


Exactly the same as the tax provisions for the 
Second Loan 4s given the second space above— 
plus the provision that bonds held by an in- 
dividual the six months preceding his death will 
be accepted principal and interest in payment of 
Government estate and inheritance taxes. 


Purchases 


The Government has not authorized any purchases of the original First loan 3% 
retary of the Treasury may purchase during the first year of issue 5% of the original amount of the other five 


bonds by the treasury, but the 


purchase 5% of amount out- 





- 
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Getting a High Interest Yield 


Can It Be Done SafelyP—Principles on Which Selections of 
High Yield Securities Should Be Based—Some Interest- 
ing Comparisons—A List of High Yield Govern- 
ment Bonds 





By WILLIAM T. CONNORS 





HERE must, of course, always be 

a reason why one security sells 

at a price which yields the in- 

vestor 6 per cent. on his money 

and another security, which to the casual 

observer looks very much like the first one, 

nevertheless sells at a price to yield 8 per 
cent. 

The inexperienced are always tempted to 
pick the high yields. We could almost lay 
it down as a general rule that the less an 
investor knows about the business the more 
he expects to get out of it. The absolute 
novice wants to buy something that will go 
up at once and double his money. There 
are stocks that do that from time to time— 


why is there anything impossible about 
picking them out? 

At a little later stage of experience the 
“investor” would be satisfied to double his 


money in a year. Then he concludes that 
if he could make it earn 25 per cent. a year 
he would be fairly well satisfied. 

The above “investors” are, of course, in 
reality speculators. But even among gen- 
uine investors there are many who, looking 
over a list of bonds yielding from 5 per 
cent. to 10 per cent., will select those having 
a very high yield simply because they do 
not know enough about bonds to appreciate 
the differences in the safety of the various 
issues. 


Causes of Differences in Yield 

A relatively high yield for one security 
as compared with another is always due 
to one of four causes: 

(1) The security may be “unseasoned.” 
That is, it may be adequately secured, may 
have good earnings behind it, and may have 
good prospects so far as any one can see 
at the time, but all these conditions have 
been newly established and the “conserva- 
tive investor” fears that they may not prove 
permanent. He goes on the principle that 
what has been will be. If the interest on 


a bond has been earned and paid regularly 
for a dozen years, he assumes that the same 
thing is likely to happen for the next dozen 
years also. The security has become 
“seasoned.” 

(2) A narrow margin of current earn- 
ings above interest requirements may lead 
investors to fear that the interest may not 
always be available, so that the price of 
the security declines to a point where the 
interest yield is relatively high. 

(3) Although the security may be 
seasoned and the current earnings satisfac- 
TABLE I—INCOME YIELDS FROM LEAD. 

ING R. R. STOCKS. 


Dividend Current Income 
Rate Pri Yield 








Union Pacific 

New York Central 
Chesapeake & Ohio 
Louisville & Nashville. . 
Southern Paci 

Atch., Top. & Santa Fe.. 
Norfolk & Western 
Illinois Central 
Northern Pacific 

Great Northern 

Atlantic Coast Line 
Chicago & Northwestern 


Average 








tory, there may be conditions which throw 
doubt on the company’s prospects for the 
future. Doubts of that kind naturally de- 
press the price of the security and thus in- 
crease the interest yield. 

(4) A seasoned security, with good 
earnings and a promising future, may 
nevertheless lack a basis of tangible assets 
behind it. This is especially influential 
in comparing bond yields with stock yields. 
A stock may equal a mortgage bond on 
every point of the factors affecting the 
safety of its interest or dividend yield, but 
because the stock lacks the lien on specified 
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assets it will usually sell lower and give a 
higher income yield. 

Now as we look over these reasons for 
differences in yield, we see that only one 
of them is really important and that is the 
company’s prospects for the future. It 
would not matter at all what the history or 
past earnings of a security may have been 
provided its future earnings—and, there- 
fore, its interest or dividends—could be 
assured; and if those could be assured it 
would not matter whether there was a single 
dollar of assets behind the security or not. 

Items (1) and (2) are of interest only 
for the light they may shed on Item (3); 
and Item (4) is of interest only when a 
mistake has been made on Item (3). 


Investors Dwell in the Past 
As a rule, however, investors pay a great 








PER CENT EARNED ON I*- P’F'D. 
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deal more attention to the past of a secur- 
ity than they do to its prospects for the fu- 
ture. Perhaps this is because they feel that 
they don’t know anything about the future. 
At any rate it is the fact, as is easily seen by 
comparing the yields on different securities. 

It is worth while to pursue this subject 
a little further, since it sheds a great deal 
of light on the causes of high yields and the 
principles which should be adopted in 
selecting securities for high yields com- 
bined with good prospects. 

Take for example two well known 


bonds, having about the same yield—ap- 


proximately 74% per cent. at the current 
market—Erie general 4s due in 1996 and 
Colorado & Southern refunding 4%s due 
in 1935. It would appear that investors 
think equally well of these two bonds, since 
the prices they are willing to pay for them 
are such as to make the interest yields on 
them equal. They are rated about the 
same in a leading manual of bond values, 
the Colorado & Southern bond being given 
only a shade better standing. The degree 
of mortgage security behind the two does 
not differ essentially. 

Yet the Erie R. R., during the ten years 
ended 1916, earned only 28 per cent. above 
its interest charges while the Colorado & 
Southern earned 61 per cent. above its 
charges. That, however, is not the most 
important point. That represents history. 
What about the present tendency and pros- 
pects for the future? 

To show the radical difference in the 
tendency of earnings of the two roads, 
notice the per cent. earned for the first pre- 
ferred stock of each company year by year, 
as illustrated on the graph herewith. From 
1910 to 1914 the general tendency was 
in the same direction; but from 1915 
to 1917 Erie’s surplus above interest 
charges—which is represented by the 
amount. available for its first preferred 
stock—has fallen to a very small margin, 
while Colorado & Southern’s surplus has 
been multiplied six-fold. While the full 
annual reports of these roads covering 1917 
have not yet come out,’ there can be little 
doubt that Colorado & Southern earned in 
that year about 2% times its total interest 
charges, or a surplus of 125 per cent., while 
Erie earned only a little more than its 
charges. 

Under such conditions there is certainly 
a choice between these two bonds having 
the same interest yield on the investment. 
The Colorado & Southern bond has better 
prospects than the Erie bond. Investors 
who are looking to the future will buy the 
bond which has the better prospect. 


What Is a High Yield? 


What per cent. earned on an investment 
is to be called a “high yield” always de- 
pends on conditions in the market for capi- 
tal. A few years ago 6 per cent. was con- 
sidered about as high a yield as could be 
obtained with safety. That is no longer 
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true. The great war demand for capital 
has raised interest rates to the point where 
7 per cent. or 8 per cent. may easily be ob- 
tained and even a higher yield does not 
necessarily imply anything more than an 
ordinary business risk. 

To get a line on what interest yield may 
reasonably be expected, let us take a list 
of a dozen of the principal railroad stocks 
and see what returns they now give on 
money invested in them. The average 
earnings on each of these stocks have been 
well above the dividends paid, so that their 
dividend rates are apparently secure. The 
result is shown in Table I. 

When the average income yield from the 
common stocks of our principal railroads 
whose dividends are well protected by aver- 
age earnings is 7.15 per cent., we are justi- 
fied in calling a return of 7% per cent. or 
a little less a “high yield.” And it is, of 
course, more emphatically a high yield 
when obtainable from bonds or preferred 
stocks—that is, from securities of the 
strictly investment class. 

Now let us look over the investment field 
and see what securities there are available 
which give an income yield of around 7% 
per cent. It may be well to mention the 
fact that in considering bonds the yield is 
always figured as the average return the 
investor would get if he held the bond to 
maturity. But this does not mean that he 
has to hold the bond to maturity in order 
to get that yield.. For example, a bond 
which now sells at 85 and is due in ten 
years will necessarily sell at 100 at the 
end of the ten years. Therefore, except as 
influenced by other factors, the price of the 
bond will advance an average of 11% points 
a year, and no matter when the investor 
sells his bond he will reap this advantage. 


Foreign Government Bonds 
In Table II I have listed four foreign 
government bonds which give high yields 
and which do not seem to me to involve 
anything more than an ordinary risk. 
The French 5s are secured by a pledge 
of 120 per cent. (market value) of Ameri- 


can, Canadian and neutral collateral, all 
of high grade. It is difficult to’ see where 
there can be any serious risk on these notes 
during the less than one year they now have 
to run and difficult for me at least to under- 
stand why they sell so low. They are con- 
vertible into French. Government bonds due 
April 1, 1937, bearing 5% per cent. in- 
terest. 

The Japanese bonds are abundantly se- 
cured by the returns from the Japanese 
Government tobacco monopoly. They are 
traded in at New York on the English basis 
of quotation, that is, $5.00 to the pound. 
This makes their par value about $974. In- 
terest is paid regularly at New York, and 
the only way the German stamp hurts them 
is that they cannot be sold in the London 
market, which is the principal market for 
other Japanese bonds. They involve no 
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TABLE II—HIGH YIELD GOVERNMENT 
BONDS 








Current Yield 


French 54s, April, 1919 74% 
Jap. German stamp 4%s, 1925 9.0 
Dom. of Canada 5s, Aug.,'1919.... 7.9 
United Kind., 5%4s, Nov., 1919.... 74 








risk unless we can imagine some tremendous 
Far Eastern complication which would 
ruin Japan’s credit. Personally, my imagi- 
nation is not equal to that strain. 

The Dominion of Canada 5s due a year 
from next August are selling at an ex- 
traordinarily high yield. As I expect 
Canada to be in the same old place and 
able to pay her debts a year from next 
August, I can see very little risk in these 
notes. 

United Kingdom 5'%s of various dates 
yield 7 to 7% per cent. In my opinion 
Germany will have hard work to destroy 
English credit before November, 1919, so 
I see no reason to doubt that the 5%s due 
then constitute a good investment. 

In the next issue I will discuss other 
classes of high yield bonds. 


(To be continued.) 
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Figuring Yield on ars 
Editor, THe MaGazIne or WALL STREET: 


In your Investment Letter of April 20 you 
recommend the following securities, giving 


the yields as indicated below: 


Yield 

C. & O. conv. 4%........ 8% %o 

C. & O. conv. 5% g 

So. Pac. conv. 4s 61m 
I find that in the New York Times of April 
26, these securities were quoted as follows, 
which would make the yearly yields as given: 

$73......6.2% 


$77......5.2% 


Ans.—If you could explain to me these large 
discrepancies, I should feel much obliged. 

I suppose that, in figuring the yield, you not 
only take into consideration the yearly inter- 
est, but also the increment of capital at the 
refunding of the bonds, but this would hardly 
seem to explain the whole of the discrepancies. 


Ans.—You have made an error in quoting 
from the Investment Letter. The yields referred 
to in the April 20 letter were 814%, 654% and 

%, for these three bonds. 

Your difficulty. is that you do not appreciate 
the importance of the increment of capital 
which results from the bonds being paid off 
at par at maturity, and the interest on interest 
which accumulates as long as the bond is held. 
Taking these three bonds at the prices of 
April 20, income and yield were as follows: 

Price Income Yield 
due 1930. 73 6.2% B8%% 
due 1946. 7914 63% 654% 
So. Pac. 4s, due 1949. 77 5.2% 7% 

Taking the last bond, for example, the 
holder gets (1) an income of 5.2% yearly on 
his money; (2) 23 points profit at the end of 
11 years; (3) the interest return on each 
coupon from the time it is paid over to him 
until the end of the 11 years period. This in- 
terest on interest is customarily figured at the 
same rate as the yield of the bond, that is, 
in this case 7%. This is on the theory that 
the holder of the bond is looking for 7% in- 
terest on his investments and will therefore 
place his idle money as it accumulates at an 
average rate of about 7%. 

The holder of the Southern Pacific bond, 
however, does not have to wait until his bond 
matures to get the 7% yield, for the bond will 
gradually crawl up in price until it sells at 100 
when due in 1929. Whenever he might sell 
the bond in the mean time, the advance in the 
price should be enough to net him a 7% 
yield for the time he has carried it. Other 
factors would of course influence the price of 
this bond and of all bonds together, so that 


C. & O. 4s, 
C. & O. 5s, 


his yield for any particular period might be 
more or less than 7% because his bond had 
risen more or less than the exact amount 
called for by the progress of the bond toward 
maturity; but if these other factors remained 
stationary or balanced each other, he would 
get exactly a 7% yield whenever he sold his 
bond. 

Gold and Bonds 
Editor, Tut MAGAzINE or WALI 

Dear Sir: 

1. To what extent has this war changed 
the ratio of gold to currency (or representa- 
tive money) in the United States and in the 
world? 

2. High prices, scarcity of labor, etc., tend 
to decrease the profit-margin of the gold 
miner. Are they causing a falling off in the 
production of gold, and if so, would not such 
a declining gold production together with the 
greatly changed ratio of gold to “representa- 
tive money” in the near future bring about a 
decided rise in the value of gold, in turn 
forcing up the prices of bonds and of all such 
papers which promise to pay in this com- 
modity ? H. K. 

Ans.—In the principal countries of Europe 
the ratio of specie to bank notes is not 
more than one-fourth as great as it was be- 
fore the war. In the United States the change 
has so far not been important, because of our 
heavy imports of gold in 1915 and 1916. 

Rising costs of production are causing some 
decrease in the output of gold from the mines, 
but as yet the decrease has been small. In 
time this decrease in production, if continued, 
would have some effect towards increasing 
the value of gold—or in other words, towards 
lower commodity prices. 

Whether there will be an increase in the 
demand for gold to serve as reserves behind 
paper money seems to us rather doubtful. It 
seems more probable that the world, as a re- 
sult of the war, will learn to get along with a 
smaller proportion of reserves. 

We believe there will be some rise in the 
value of gold—or, to use terms more readily 
understood, a fall in the general level of com- 
modity prices—after the end of the war, but 
we expect the fall of prices to be slow and we 
doubt very much whether they return to the 
before-the-war level. 

Falling commodity prices are often accom- 
panied by a rise in bond prices. One reason 
for this is that the interest of the bonds, pay- 
able in gold, will buy more of other commodi- 
ties; that is, it has become more valuable, 
hence the bond itself is worth more. 

For this reason, among numerous others, 
we believe that bond prices will gradually rise 
after the war is over. 
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Three Steels at High Tide 


Bethlehem Steel, Republic Iron and Steel, Lackawanna Steel 
—Phenomenal Expansion of Their Business Under Stress 
of War—Big Additions to Plants—Outlook for Their 
Securities 





By G. C. SELDEN 





F some seer, when we were studying 
the 1913 reports of the steel com- 
panies in the months betore the 

: war—which already seem almost 
as S tapindery as the Panic of 1893; if some 
purple-robed, absent-minded lady had 
gazed into the crystal ball and had told us 
that she saw four years away Bethlehem’s 
net earnings multiplied by six, its total as- 
sets by five, its unfilled orders by thirty- 
one; Republic’s gross sales increased two 
and a half times, its net profits six times, 
its total surplus six times; Lackawanna’s 
sales multiplied two and a half times, its 
earnings on stock six times, its total surplus 
nine times—we should doubtless have 
smiled pityingly and sold them all three 
short. 

But fact keeps up its old reputation of 
being stranger than fiction. All these im- 
possible things have happened. 


Present Steel Situation 

At present, as every one knows, the ques- 
tion is not the normal and natural one of 
whether the steel companies can get busi- 
ness enough, but rather how much business 
they can turn out in the face of a demand 
that is practically unlimited. 

It is now believed that Government re- 
quirements will consume nearly 90% of the 
steel production for the remainder of 1918. 
This puts quite a new face on the situation. 
It not only assures the steel companies of 
all the business they can handle during the 
war—at fair profits, though not equal to 
those of 1917—but it must result in a con- 
siderable “banking up” of ordinary peace 
business awaiting the time when the com- 
panies can take care of it. The country 
naturally uses up a certain amount of steel 
every year. That amount is a good deal 
more than 10% of productive capacity of 


the companies. So when the war needs are 
over there must be a lot of peace business 
to come forward and fill the gap. 


I—Bethlehem Steel 


WHETHER through luck or foresight, 

Charlie Schwab was ready, at a 
time when hardly anybody else in the world 
was. When the war broke, he had the only 
considerable company in America which 
was in a position to fill gun and shell or- 
ders at once. 

The result was that Bethlehem’s untilled 
orders quadrupled during 1915, increased 
further during 1916, and are now two and 
a half times what they were at the end of 
1916. This unbelievable expansion in 
business and in earnings is the outstanding 
feature of Bethlehem’s present position, and 
is shown graphically in Fig. I herewith. 

Tremendous expenditures were neces- 
sary to handle such an abnomal in- 
crease in business. At the end of 1914 
the company’s property account, as shown 
in the assets statement, was $80,480,000. 
At the end of 1917 it had risen to $257,- 
153,000, an increase of $176,673,000. Raw 
and partly worked materials and supplies 
on hand rose from $11,130,000 to $71,052,- 
000. Accounts and notes receivable rose 
from $8,448,000 to $35,658,000; accounts 
payable from $11,381,000 to $73,376,000. 

Regardless of final profits on the busi- 
ness being handled, all these gigantic sums 
had to be obtained from somewhere, and 
after this country entered the war money 
became hard to get. Its great prosperity 
enabled the company to appropriate out of 
surplus for additions to property and work- 
ing capital no less than $132,500,000 in 
the three years; but additions to property 
and to net working capital were over $231,- 
000,000. Nearly $100,000,000 had to be 
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obtained in some other way. It was also 
necessary to make additions to reserves and 
to cash on hand, and to retire a few out- 
standing notes. 

Not all the additions to property repre- 
sented new construction. Under the cir- 
cumstances that would have been impossi- 
ble. Early in 1916 the Pennsylvania Steel 
Co. was acquired, and a little later the 
American Iron & Steel Manufacturing Co. 
and the Lackawanna Iron & Steel Co. (a 
small subsidiary of the Lackawanna Steel 
Co.), and in the first part of 1917 the cap- 
ital stock of the Lehigh Coke Co. was 
bought. And there were other purchases. 

The result was a considerable addition to 
Bethlehem’s fixed charges in the form of 
bonds of these acquired companies and 
their subsidiaries. The company also sold 
$49,950,000 two-year notes and _ issued 
$29,724,000 new 8% cumulative preterred 
stock and $44,586,000 Class B common 
stock. The result was the increase in cap- 
italization shown in Table I. 

The new 8% preferred has a prior claim 
on earnings ahead of the old 7%, is convert- 
ible at holder’s option into Class B common 
at 115, and is callable at 115 after Oct. 1, 
1920. The Class B common is the same 
as the old common except that it does not 
carry the voting privilege. 


Practically a New Company 


It will be seen from the above that Beth- 
lehem is now practically a new company, 
about four times the size of the before-the- 
war Bethlehem. It is not much use, there- 
fore, to go back and examine the earnings 
on the old stock in former years. 

The plant is the largest ordnance works 


efficient steel plant in the world, from the 
point of view of net profits per ton of out- 
put. Nearly the full capacity of the plants 


can easily be shifted to peace requirements 
when the war demands are over. 


_ FIG.I-BETH.STEEL IN THE WAR 
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“Book values” are always viewed with 
suspicion and usually have very little to do 
with the fixing of the market price for a 
security, but Schwab made a statement last 
year about the asset value of the Class B 
stock which was more than a mere book- 
keeping estimate. He put the asset value 








TABLE I—.THREE YEARS INCREASE 


Funded debt and short term notes........ 


Preferred stock, 8% cumulative 
Preferred stock, 7% non-cumulative 
Common stock, Class B 

Common stock 


IN BETHLEHEM’S CAPITALIZATION 


1914 1917 
$36,208,000 $132,938,000 
29,724,000 
14,908,000 
44,586,000 
14,862,000 


$237,018,000 


eeeeeeee 


14,862,000 
$65,978,000 








in the world, much bigger than Krupp; has 
a big ship-building capacity, has its own 
coal, coke and iron ore supplies, and since 
its enlargement is more “self-contained” 
than ever before. It is probably the most 


of that stock at “approximately $195 a 
share on the basis of taking the 
plants of the corporation at cost less a lib- 
eral deduction for depreciation” and taxes, 
and “without any allowance for good will or 
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for the increased value of some of the prop- 
erties, such as its ore lands, the value of 
which greatly exceeds their original cost.” 
Earnings for both classes of the common 
stock in 1917 were about $43 a share. The 
preliminary estimate for 1918 is $35 a 
share, but this might be subject to some re- 
duction from rising wages and other costs. 
In any event, however, liberal earnings are 
assured. Even if the war were to end sud- 








FIG.IL-REPUB.IRON & STEEL. 


Total Surplus,in $ per shore of ComStock. 
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denly, which now seems very unlikely, the 
company’s big ship building capacity and 
the “banked up” domestic business now 
held back by the precedence of war orders 
would undoubtedly give it a profitable year. 

The company now has about 83,000 
workmen, including the mines. The aver- 
age number during 1917 was about 72,000. 
The company is getting ore from its Cuban 
mines, but not from Chile, because ot ship 
scarcity. The Chile mines will be very 
valuable after the war, as the ore has about 
67% iron content, against 50% for Great 
Lakes ore. The ore reserves are very large. 
The Tofo mine is estimated at not less than 
100,000,000 tons of ore. 

At the current price of 10612 the new 
8% preferred stock yields 742% on the in- 
vestment, and it is one of the best issues 
giving that yield. Its conversion prospect, 
explained above, is by no means to be 
ignored. 

The class B common, now on a 10% 
dividend basis, sold at the absurd price of 


66% in 1917. At the present price of 88 
it yields over 11% on the investment. The 
present dividend rate seems to be assured 
for a year to come, and there is every rea- 
son to assume that the company will con- 
tinue to do a very profitable business, on 
the average, after the war. 


Il—Republic Iron and Steel 
HE prominent feature of the recent great 
«prosperity of this company has been 
the piling up of a big surplus of assets be- 
hind the common stock as a result of the 
reinvestment of profits. 

This is shown in Fig. II in the form of 
total surplus expressed in the form of dol- 
lars per share, so as to visualize what this 
surplus actually means to the stockholder. 
It is understood, of course, that this surplus 
is not all money. It is the Profit and Loss 
Surplus, or excess of assets over liabilities. 
Normally, for this company, it would not 
be more than $25 per share of common 
stock. In 1911 it was about $19.80 per 
share, which was perhaps somewhat below 
normal. 

At the end of the first quarter of 1918 
this surplus had risen to the astonishing 
amount of $121 per share of stock. This 
means that the assets behind the common 
have been increased within a few years by 
an amount equal to nearly the full par 
value of the stock—which is now selling 
at 92. 

The effect of this great enlargement of 
the company’s plant is shown in Table II. 








TABLE II—THREE YEARS INCREASE IN 
PRODUCTION OF REPUBLIC STEEL 
(In tons) 
1914 
777,811 


1917 
1,062,657 
1,161,783 


Pig iron 
Steel ingots 
Finished and semi- 
finished product... 760,054 
Ore 1,253,105 
850,911 
28,755 


$21,366,249 


1,109,829 
1,706,555 
1,329,809 

106,306 


$78,325,461 








In the meantime there has been only a 
slight change in the total capitalization. 
Profits have gone into property, which is 
now carried on the books at $81,035,000, 
against $69,245,000 in 1914; into inven- 
tories of materials on hand, now $13,475,- 
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000, against $7,779,000 in 1914; into Gov- 
ernment securities, of which the company 
held $14,358,000 at the end of 1917; ito 
cash on hand and various smaller items; 
into the paying off of the arrears of divi- 
dends on the preferred stock—a total of 
18% on that issue being paid from 1916 
earnings; and into the establishment of the 
6% rate on the common, which began Feb. 
1, 1917. 

But as Fig. II shows, only a small part 
of the company’s growing profits have been 
disbursed as dividends. Most of them have 
gone back into the property in one form or 
another. 

Earnings for the common stock have 
piled up rapidly since 1914: 


The 1917 figure is after the deduction 
of nearly $10,000,000 for excess profits tax 
and contingencies. For the first quarter of 
1918 earnings for the common were $9.50 
a share, which would be at the annual rate 
of 38%. This was after deductions for 
taxes. While earnings for the full year 
will perhaps not equal 38%, they will nev- 
ertheless be large. 

The company is fully equipped with vre 
mines, coal and coke properties, blast fur- 
naces, rolling mills and factories. Its mines 
are at the head of the Lakes and around 
Birmingham; its coal and coke properties 
in Western Pennsylvania and near Bir- 
mingham; its blast furnaces are at Youngs- 
town, O., Sharon and Newcastle, Pa., and 
Birmingham, Ala.; its steel plants at 
Youngstown, at Muncie and East Chicago, 
Ind., and at Moline, Ill. 

Inventories have doubled in the last three 
years, and net working capital is now $26,- 
000,000, against about $11,000,000 before 
the war. 

Republic has been fortunate in being able 
to avoid the necessity of any new financing, 
in spite of its tremendous requirements for 
enlargement and for working capital. It 
has applied its profits for the purpose and 
they have been sufficient. The result 1s a 
great increase in capacity without any 
change in the capitalization on which fu- 
ture earnings will apply. 

The preferred stock, with all arrears paid 
up and a much bigger property behind it, 





is now well bulwarked against possible dull 
times. Its yield, however, is only a little 
over 7% at the current market of 99, and 
it is less attractive at that price than Beth- 
lehem 8% preferred at 100. 

While the war lasts, the outlook for the 
common is roseate. And if, after the war, 
a period of more active competition should 
set in, this company will be able to hold 
its own well, for it is one of the most effi- 
ciently managed and operated of all our 
steel properties. 

I11—Lackawanna Steel 

HILE Bethlehem has had to increase 

its capitalization in addition to re- 

investing most of its war profits, and while 

Republic has reinvested its profits without 

increasing capitalization, Lackawanna has 

used its profits to decrease its capitaliza- 
tion. 

At the end of 1914 its outstanding bonds, 
including those of sub-companies, were 
$41,313,000. At the close of 1917 these 
had been reduced to $23,352,000, of which 
amount $1,054,000 was in the form of car 
trust certificates. This saving in interest 
charges amounts to about $2 annually on 
each share of Lackawanna stock. For the 


FIGIE LACKAWANNA STEEL. 


Total Surplus,in $ per share of Com Stock. 
' 

















Dollars 





1911 "an an as ae ae wee 
* Atend of First Quarter 














six years 1910 to 1915 inclusive, the aver- 
age per cent earned for the stock was only 
3.4%, so that a saving of $2 a share then 
would have been quite appreciable. But 
with earnings of 34.8% in 1916 and 45.9% 
in 1917 (after setting aside $10,040,000 
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for taxes), the $2 saving doesn’t seem to 
amount to much. We are dealing in big 
figures these days. 

Fig. III shows for Lackawanna the rapid 
increase in surplus expressed in dollars per 
share of stock. The normal surplus for 
this company, as it did business before the 
war, might be called $15 per share of the 
stock. War profits have added about $87 a 
share to that normal surplus—and that fig- 
ure is very near to being the selling price 
of the stock as this is written. 

Although Lackawanna doubled its total 
production in tons from 1914 to 1917, it 
has not greatly enlarged its plants. In 
fact, the 1917 production of 1,202,000 tons 
was not far in excess of the production of 
1910, which was 1,082,000 tons. The dif- 
ference is that the company has been ex- 
panding its steel production and cutting 
down on pig iron, with a consequent in- 
crease in profits. In 1910, 30.6% of its 
total production (in tons) was of pig tron 
and sheet bars, while in 1917 only 11.6% 
consisted of those products. Its steel rail 
production was also a little less, with the 
principal expansion in merchant steel 
products. 

Cost of properties, as carried on the com- 
pany’s books, has risen a little less than 
$4,000,000 since 1914, and _ inventories 
have gained over $7,000,000. Most of the 


test of the company’s annual surplus after 
dividends and taxes has gone to reduce the 
funded debt. 

For the first quarter of 1918, $8.54 a 
share was earned for the stock. If main- 
tained for the rest of the year this would 
mean about 34%. Beginning Sept. 30, 
1916, regular dividends of 142% quarterly 
were established, and the following exiras 
have been paid: 3% in Dec., 1916; 24% 
June, 1917; 3'%4% Dec., 1917. It ts ex- 
pected that another extra will be declared 
by the directors at their meeting this month. 

With the cutting down of fixed charges 
and the strengthening of the company’s po- 
sition which has resulted from its war 
profits, it seems not unlikely that the 6% 
dividend rate can be maintained after the 
war. In that case the present price of 87 
would give the investor a permanent 6.8% 
on his money, with the addition of a bonus 
from time to time so long as the extras con- 
tinue to be paid. 

Before the war Lackawanna was practi- 
cally a non-dividend payer, having declared 
only one dividend since its incorporation 
in 1902. What the war has done for it is 
to turn it into a presumptive dividend-pay- 
ing stock. Its present price, however, is 
higher in proportion to its prospects than 
that of either Bethlehem B or Republic 
Steel common. 








Convincing The Small Investor 


Recently a keen-eyed druggist from the Bronx came to an investment house in lewer Broad- 


way with a thousand-dollar Liberty Loan Bond. 


He wanted to sell it. He said he wanted 


to use the money for a few days, otherwise he didn’t like the idea of parting with the bond 


at a loss. 


If you want the money for a short time 


“Well,” commented the bond trader, “why sell it? 
only, why don’t you deposit the bond in a Partial Payment account, draw out the amount you 
need and pay it back monthly at the rate of $50 a month, or the whole amount at any time you 
wish to do so?” 

The druggist asked all sorts of questions, when it was explained to him that the interest 
rate would be 6 per cent for the period he actually had the money, for the exact number of 
days he had it and for the exact amount of his debit balance. He could find no joker in the 
proposition. 

“You know,” he said apologetically, “what everybody says about Wall Street—all this 
talk about lambs and fleeces has got me a little timid. I never had any dealings with brokers 
before, but what you have said sounds good to me, so I'll take a chance.” 

The customer withdrew $900, and departed. This week he returned with the cash to 
withdraw his bond. The interest he owed amounted to about $3. 

When he paid it and the amount he had withdrawn and received his bond, he said: 

“I don’t mind telling you that I am surprised to find everything just the way you said it 
would be. I certainly did expect some joker to turn up—a premium or 4 commission charge 
of some kind.’ My mind has been changed about brokers. Ill come and see you again.”— 
Odd Lot Review. 
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Rock Island versus Missouri Pacific 


Companions in Misery and Success— Searching Analysis on 
Their Operations and Status—Contrast in Operating 
Ratios—Prospects for Their Issues 





By BENJAMIN GRAHAM 





COMPARISON of Rock Island 
with Missouri Pacific is almost 
as inevitable as that of Northern 
Pacific and Great Northern. 


Very similar in their physical char- 


acter, the two systems are even more alike 


in their financial structure and their 








TABLE I—ANALYSIS OF REVENUE 


Rock Island Mo. Pac. 

% oftotal % of total 
Freight Revenue .... 75.5 
Passenger Revenue .... 16.9 
Mise. Revenue . 7.6 
100.0 
$7,850 
2,553 


Freight Rev. per Mile. ..$7,263 

Passenger Rev. per Mile 3,386 

Products of Mines......  35.3* 39.4* 

Products of Forests.....  8.7* 18.0* 

Rate per Ton Mile..... 84e T4e 

Rate per Passenger Mile 2.10 2.31 
*Of total tonnage. 








checkered history. Both were victims of 
mismanagement and unwise expansion; 
they plunged into receivership together in 
1915, and both were finally returned to 
their stockholders in June of last year— 
with much new money raised through as- 
sessment and with interest charges substan- 
tially reduced. And in the past three 
years they have rivaled each other in the 
phenomenal growth of their revenues. 
Under a closer scrutiny, Rock Island is 
seen to enjoy important advantages. With 
a greater traffic density, its per mile cap- 
italization—both stocks and bonds—is 
considerably smaller, and hence its interest 
and preferred dividends require a much 
lower percentage of its gross receipts. Al- 
though Missouri Pacific is more compact— 
and has a shorter line between St. Louis 
and Kansas City—its greater mileage along 
the Mississippi makes it more subject te 
flood damage—a handicap which appears 
clearly in its much larger expenditures. for 


maintenance of bridges, trestles, etc. Of 
prime importance also is Rock Island’s 
higher average freight rate per ton mile 
(84c. against 74c.) giving it larger freight 
revenues, though carrying less traffic. 
Finally Rock Island is richer in equipment 
as compared with the business handled, 
and thus has recently been deriving a large 
income from the hire of freight cars, while 
Missouri Pacific has been a _ consistent 
debtor for this item. 


Missouri Pacific More Economically 


Operated 

With these disadvantages in capitaliza- 
tion, traffic density, rates, location and 
equipment, “Mop” might be expected to 
earn much less on its common than Rock 
Island. Yet the 1917 report shows $8.10 
per share earned on its junior issue against 
$7.20 for the other road—both~- figures 
being based on present interest charges. 
This surprising result is due to Missouri 
Pacific’s more economical operation, its 
running expenses and taxes having con- 
sumed only 73.4 per cent. of gross against 
78.6 per cent. for Rock Island. Had the 
latier been operated as cheaply as its rival, 
its net would have been $4,500,000 larger, 








TABLE II—ANALYSIS OF EXPENSES 
Rock Island Mo. Pac. 
% of gross % of gross 
Maintenance of Way... 12.12 13.98 
Main. of Equipment... 18.84 15.90 


29.88 
38.11 
5.44 


30.96 
42.74 
4.88 
78.58 
390 tons 


Total Maintenance... 
Transportation, etc..... 
73.43 

530 tons 


Total Operating Ratio 
Average Train Load... 








bringing the earnings on the common up to 
$13, per share. 
The, analysis of expenses in Table LI 
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shows that Rock Island’s larger mainte- 
nance appropriation accounted for only a 
small part of its higher operating ratio. 
The chief advance is in the actual cost of 
moving the business—transportation, traf- 
fic and general expenses. ‘These heavier 
costs may be due either to lower efficiency 
or to natural disadvantages. Under the 
latter heading we would immediately put 
its greater proportion of passenger traffic, 
which (as shown in Table I) constituted 
26 per cent. of the total revenue, compared 
with only 16.9 per cent. for Missouri Pa- 
cific. The unprofitableness of passenger 
business in general, and Rock Island’s 
losses from this source in particular, have 


passenger service, yet official data of this 
kind deserves serious attention, and should 
warn us at least not to place too much 
stress upon the unprofitableness of R. I.’s 
passenger business. 

The basic reason for Missouri Pacific’s 
more economical operation lies evidently in 
its higher revenue train load. Last year 
the average freight train carried 530 tons, 
against 390 tons on the Rock Island—an 
advantage of fully 1/3. Now even mak- 
ing allowance for the larger proportion of 
coul and lumber traffic on the Missouri 
Pacitic (shown in Table I) which admits 
of heavier loading, so pronounced a super- 
iority as this must be described in large 











| Rock Island. 





ROCK: ISLAND: &- MISSOURI-PACIFIC - 


As of December 31,1917. 
oO M issouri-Pacific. 





and Operated. Per Mile, Per Mile. fer Mile. 
tarned on Prefrd Rock island 
Larned on Common - - 


Operating Ratio . ° 





M leoge Owned Bonded Debt Pref'r'd Stock Com'n Stock int.Charges Prefrd 
Per. Mile. 


Bal aft chrigs 
Per Mile 


Met aft Toxes 
Per Mile 
come fer 


16.3%. Missouri-Pacific 14.4%. 
7.29%e. ” 7 8.1%. 
16.64. ° * 73:4%. 


fer Mile. Per Mile. 











been much emphasized in railroad litera- 
ture. 

The I. C. C. throws some light on this 
question by publishing figures which ap- 
portion the total operating expenses over 
the freight and passenger services. An 
analysis of this data for 1916 leads to a 
surprising conclusion. While Rock 
Island’s freight business was 2.14 times 
passenger (and miscellaneous) _ traffic, 
freight expenses were 2.24 times passenger 
expenses. In other words, passenger traf- 
fic was less expensive proportionally than 
freight traffic. For Missouri Pacific also, 
freight expenses were 3.13 times, but 
freight revenues only 3.03 times the pas- 
senger figures. It may be that these stat- 
istics do not reflect the real cost of the 


measure to greater transportation efficiency. 
The importance of this single item is shown 
by the fact that, through intensive loading, 
Missouri Pacific’s freight revenue per train 
mile was raised 50c. above Rock Island’s 
(despite lower ton mile rates), while its 


transportation expenses were only 6c. 
greater. Savings of this kind have a vital 
bearing on the income account. 


361 Kinds of Operating Expenses 


To find out just where the carriers’ 
money goes, the I. C. C. has prescribed the 
respectable number of 361 separate ac- 
counts under which to report operating ex- 
penses. In the annual reports these cate- 
gories are usually condensed into only 
about 125 items. If the investor should 











ever chance to examine this part of the 
Rock Island statement in detail—(which is 
quite unlikely)—he would be struck by 
the high cost of fuel. ‘This item last year 
consumed no less than $9,008,000 of Rock 
Island’s revenue, compared with but 
$5,390,000 for Missouri Pacific. Other- 
wise stated, although R. I.’s gross was only 
14 per cent., its fuel bill was 67 per cent. 
greater than Missouri Pacific’s. Had the 
difference in coal costs been kept propor- 
tionate to that in business, Rock Island 
would have saved $2,850,000 on this single 
item—nearly 20 per cent. of the present 
market price of its common stock. 
Whereas “Mop” carries about 1/3 


ROCK ISLAND VERSUS MISSOURI PACIFIC 
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remember that dividends and market move- 
ments have their roots in just such techni- 
cal operating elements. 

If the paradox be pardoned—for the 
present the future depends upon the past. 
Which translated means that while the 
Railroad Control Act is in force the earn- 
ings of the two systems are determined by 
their records from July 1, 1914, to June 
30, 1917. Since both roads were in re- 
ceivership during most of the period, it is 
generally thought that special compensation 
will have to be arranged for them. It is 
true that in 1916, Missouri Pacific ex- 


. pended over 38 per cent. of gross for main- 


tenance, and that its average for the tri- 








TABLE ITI—INCOME GUARANTEED UNDER GOVERNMENT RAILROAD CONTROL ACT 


Rock Island 
$16,045,000 


Operating Income 1915-7 as guaranteed. . 
(Bureau of Railroad Economics figures) 
Add allowance for excess maintenance 


(Average maintenance, 1915-7)... . (30.06% of gross) (34.80% of gross) 
*$453,000 


Other Income, 1917 


EE ect penitagiiae ake 
Less Mise. Charges, 1917... (adjusted) 
Applicable to Interest 
Interest Charges as of Dec. 31, 1917... 


Balance for Dividends 
Full Preferred Dividends 


Balance for Common Stock 
Interest Charges Earned 
Earned on Preferred Stock 
Earned on Common Stock 


*Mise. rents based on 1916 figures. 


_ $16,498,000 
665,000 


$15,833,000 
9,291,000 


Missouri Pacific 
(Allowing for 
excess maintenance ) 


$14,346,000 
2,510,000 


(assumed as 31% of gross) 
645,000 645,000 

$14,991,000 
172,000 


Missouri Pacific 
$14,346,000 


$17,501,000 
172,000 


$17,329,000 
10,051,000 


$7,278,000 
3,590,000 


$3,688,000 
1.72 times 
10.14% 
4.45% 


$14,819,000 
10,051,000 


$4,768,000 
3,590,000 


$1,178,000 
1.47 times 
6.64% 
1.42% 








freight per mile more than R. I. its fue? 
costs per train mile are seemingly 1/6 less, 
Is this saving due to lower coal prices or 
smaller consumption—i. e., greater locomo- 
tive efficiency? The Rock Island report 
contains an illuminating analysis of its 
operating costs per locomotive mile, includ- 
ing the amount and price of the fuel con- 
sumed; but since Missouri Pacific omits 
this table from its statement, a comparison 
on this vital point is impossible. The 
reader will hardly excite himself about so 
dry a problem as the number of pounds of 
coal used per locomotive mile—yet he must 


ennium is considerably above the normal 
ratio. The same cannot be said for Rock 
Island, however, and its claim for a special 
maintenance would be based not upon ex- 
cess upkeep charges, but, if at all upon 
the large debit balance for hire of equip- 
ment in 1915, which was turned into.a sub- 
stantial credit in the calendar year 1916, 
following the outlay of $3,400,000 for 
8,000 box cars. It is dubious how recept- 
ive the Director General will prove to this 
plea. 

In Table III we have accordingly drawn 
up an income account for the two systems, 
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based upon their guaranteed compensation, 
and have added a revised calculation for 
Missouri Pacific, assuming a normal main- 
tenance charge for the three years. This 
ratio has been made about 1 per cent. of 
gross larger than Rock Island’s to allow 
for the greater flood menace, referred to at 
the beginning. 

The figures indicate that in all proba- 
bility both roads will receive very much the 
same treatment from the Government, and 
that as long as the present regime continues 
there will be little to choose between them. 
But when (or if) the properties are re- 
turned to their owners? 

This question brings up at once the 
fundamental investment weakness of Rock 
Island securities, rising from its defective 
bond structure. The road still carries its 
“Old Man of the Sea”—the Refunding 
Mortgage. Since this issue is limited to 
4 per cent., it is a perfectly useless instru- 
ment under present circumstances, yet by 
prohibiting either senior or junior liens on 
the property it effectually prevents any 
other means of permanent financing—an 
essential requirement for a lustily growing 
property like Rock Island. As long as such 
a condition obtains, the financial position 
of the road must always be precarious— 
especially since the Refunding 4s them- 
selves mature in only 16 years. The hold- 


ers of this issue were offered a larger inter- 
est rate if they would consent to a modifica- 
tion of their indenture, but refused—a de- 
cision which many hold to have been detri- 
mental to their own interests as well as 
that of the other security owners. 


Comparative Position 


To summarize our analysis we find that 
Rock Island enjoys important advantages 
in lower capitalization, larger earnings, and 
higher rates; but that these are full) 
neutralized by Missouri Pacific’s greatei 
operating efficiency. While Rock Island 
may—and should—improve its results by 
raising the train load and reducing its fuel 
costs, it faces a more serious handicap in 
the lack of a medium for financing its large 
requirements. 

Consequently, if Rock Island were still 
under private control, only a period of un- 
interrupted prosperity could totally remove 
the menace of another reorganization. Full 
dividends are now being paid on its 7 per 
cent. and 6 per cent. preferred—which are 
both cumulative up to 5 per cent.—but so 
far no payment has been made on the Mis- 
souri Pacific 5 per cent. issue, which be- 
comes cumulative on June 30 next. Rock 
Island common seems nearer to a dividend 
than Missouri Pacific common, but its ulti- 
mate future is more uncertain. 








International Paper's Sensational 
Karnings 


Company War-Prosperous — Question of Assets Values— 
Funded Debt and Working Capital 





By MEREDITH C. LAFFEY 





HE International Paper Company 
was incorporated at about the 
time when industrial combines 
were being put together in great 

numbers, and although it covered a very 
large slice of the paper field, it was until 
recently one of the least successful of these 
large amalgamations. 

The company began business in 1898 as 


a merger of nineteen “concerns scattered 
throughout Maine, Massachusetts, Vermont, 
New Hampshire and New York. Subse 
quently the International acquired large 
stock interests in eleven other companies 
owning several mills and very extensive 
timber tracts and undeveloped water power 
rights. This property, including that of 
the parent company, aggregates about 

















INTERNATIONAL PAPER’S SENSATIONAL EARNINGS 





1,200,000 acres of spruce woodland, in ad- 
dition to which there is a government 
license to cut timber on about 2,800,000 
acres of woodlands in Canada. 

The capacity of the mills is stated to be 
about 500,000 tons of paper annually, but 
the production has usually been somewhat 
under this figure. In 1917, however, pro- 
duction went up to the unusual amount of 
532,000 tons, and President Dodge stated 
that this was more than three times as great 
as that of any other organization. 

The International has always been re- 
garded as primarily a newsprint manufac- 
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operating income was first reported, this 
item was $2,562,958 which, with $675,401 
other income, brought the total income be- 
fore charges up to $3,238,359. For the next 
three years the fluctuation either way was 
not over $255,000, as appears in Table I, 
as far as 1914 and 1915 are concerned: 
Charges of $1,000,000 or more were 
regularly made for depreciation, which left 
ample balances to take care of the bond in- 
terest more than twice over, but the balances 
available for dividends had nothing to 
recommend them except their steadiness. In 
fact, the amount earned on the preferred 








TABLE I 


1914 
$2,601,099 


Operating income 
487,798 


Other income 


$3,088,897 
1,083,539 
867,649 
$1,137,709 
448,134 


Total income 
Depreciation 
Bond interest 


Net income 
Preferred dividen! .... 


$689,575 
5.08% 


Balance 


Earned on Pfd 
Paid on Pfd 
Earned on Comn...........-+-- 


INCOME ACCOUNT 


1917 
$12,366,338 
565,835 


1916 
$7,002,793 
163,035 


1915 
$2,648,906 
472,775 
$3,121,681 $7,465,827 
1,054,332 1,518,117 
847,834 826,983 
$5,120,727 
784,235 


$12,932,173 
*4,024,682 
726,704 
$8,180,787 
1,461,100 


$1,219,515 
448,134 


$6,719,687 
33.11% 
6.00% 
34.02% 


$4,336,492 
22.85% 
3.50% 
21.65% 


$771,381 
5.44% 


*Includes $2,500,000 reserve for federal taxes. 





turer, and so it is from the standpoint of 
tonnage of output, but about half of the 
profits were derived from high grade paper 
last year, although it represented only a 
little more than one-fourth of the total ton- 
nage. Notwithstanding the howls of the 
newspaper publishers, the profit on news- 
print last year was placed at only $7.50 per 
ton, which compares with a maximum fixed 
price for the first three months of 1918 of 
$600 per ton. This would appear to indicate 
a profit of about 12% per cent. on the fixed 
price, which surely is not excessive. 
Sensational. Jump in Earnings 
From a consistent record, year after year, 
of nothing earned on the $20,000,000 com- 
mon stock to a sudden jump of 21.65 per 
cent. earned in 1916, followed by 34.02 per 
cent. earned in 1917 is the extraordinary 
history of the earning power of this com- 
pany. Surely the paper concerns rank high 
among the war brides. In 1912, when the 


ranged between the lowly figures of 4.44 per 
cent. and 5.44 per cent. in the six and one- 
half years beginning with July 1, 1909. 
Even the higher percentage is short of the 
6 per cent. to which the issue is entitled, 
and it is necessary to go back to 1908 to 
find a period when a single penny was 
earned on the common. With the advent of 
war time prosperity, the exceptional change 
already mentioned in the earning power of 
the company occurred and old stockholders 
must indeed have rubbed their eyes when 
reading the annual reports. 

The response of the stock was just about 
what might be expected from the general 
behavior of the war favorites. The pre- 
ferred, which had moved for years in the 
thirties to the sixties, went above par. The 
common, long apparently hopeless from a 
dividend standpoint and accustomed to 
gravitate between 8 and 20, took on wings 
and sailed up to 75%. Like most indus- 
trial stocks, these have suffered a_ big 
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break since the high point of 1916, but 
have made up a very substantial part of it 
again, as shown below: 

Preferred Common 


8 
109% 75% 
18% 

42 


It should be noted that the 1916 high for 
the preferred represents the price of that 
issue with about 33% per cent. in back 
dividends on, which were liquidated in 1917 
through the payment of 714 per cent. in 
cash, 14 per cent. in preferred and 12 per 








INTERNATIONAL PAPER 
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tarned on Common 1916 21.65%. 
+ - . 1917 34.02%. 














cent. in common stock. It would appear 
from a statement made by the attorneys that 
something over $2,000,000 of the stock 
failed to assent to this plan, and are en- 
titled to cash in full before payment may 
be made on the common. The non-assent- 
ing stockholders are obviously better off, or 
rather will be when their claims are paid, 
than those who accepted part payment in 
the stock issues at par, which is far in ex- 
cess of their market value. 
The capitalization is as follows: 
Funded Debt ................$7,714,000 


Preferred Stock, 6 Cum... . ..25,000,000 
Common Stock ..............20,000,000 


$52,714,000 
From the pre-war record we would natu- 


ment of over $75,000,000. A large part of 
the investment is not a present producer of 
profits, but represents timber land and 
water power sites to be drawn upon for 
future use and the common undoubtedly 
has considerably more asset value than the 
income accounts would indicate. 

The funded debt has been reduced to its 
present figure from $15,970,000 in 1912. 
With its complete elimination, which should 
be possible with about two years more of 
prosperity, the preferred will occupy a very 
fair investment position. The 1912 inter- 
est charges were equal to 3.63 per cent. on 
the preferred, which may be taken as a 
measure of the improvement in the position 
of this stock which the retirement of the 
debt may bring about. 

The working capital has been built up 
until now it offsets over 60 per cent. of the 
preferred stock. In Table II we have a 
comparison of the bonded debt and. net 
working capital beginning with 1912. The 
credit position of the company has been im- 
measurably improved, yet it would hardly 
be conservative to count upon anything like 
a continuation of the present prosperity. 

Prospects 

At 63, the preferred stock yields nearly 
10 per cent., and seems like a fair invest- 
ment, though not without its speculative 
side. At about 41 the common is selling at 
considerably less than its total amount 
earned in 1916 and 1917. None the less, it 
seems a little high as compared with the 
preferred. The inauguration of 5 per cent. 
dividends, which is about all that should 
be conservatively paid until the debt is al- 
most if not entirely paid off, would give a 
return of 11.9 per cent., or only little more 
than that on the preferred. That the com- 
mon is highly speculative is apparent 
enough from its price range, and in view of 
the cumulative feature of the preferred and 
the pre-war record of the company I would 
be inclined to let it alone except as a specu- 








TABLE Il. 


1912 1913 
$16,473,000 


New Working Capital... 5,945,976 


$15,970,000 
7,270,378 


1917 
$11,942,000 
15,443,311 


1916 
$14,497,000 
14,545,135 


1914 1915 
$15,617,000 $15,252,000 
8,935,605 10,137,011 


Note: The 1917 debt has been largely reduced since the close of the year. 








rally conclude that the common represented 
little or no tangible assets, though Presi- 
dent Dodge has stated in his report for 
1917 that the property represents an invest- 


lation. For the long pull it may prove to 
have merit, though this is dependent upon 
what the future holds in store for the paper 
trade in general. 














International Agricultural’s Earnings 
and Market Position 


Current Year by Far the Best in Company’s History—Im- 
proved Financial Position—Securities Much 
Manipulated 





By GEORGE 


L. CONVERSE 





HE “inside” story of the Interna- 
tional Agricultural Corporation 
; has never been told. It probably 
never will be told in_ its 
entirety. But if the whole truth and noth- 
ing but the truth of the rise and decline of 
this corporation is ever made public it will 
make exceedingly interesting reading. 
“Manipulation” is a harsh word, but 
sometimes its use is necessary. In exam- 
ining the record of International Agricul- 
tural one is repeatedly impressed with the 
conclusion that International’s securities 
have been much-manipulated. 
Company’s Beginnings 
On June 14, 1909, the International Ag- 
ricultural Corporation began its corporate 
existence. The company owns many fer- 
tilizer and acidulating plants, a marl depo- 
sit and a peat deposit, and has the most ex- 
tensive deposits of phosphate rock in Ten- 
essee and Florida. In addition, the Cor- 
poration owns a stock interest of 50 per 
cent or more in 32 other concerns engaged 
in the fertilizer or acidulating business. 
The company’s properties are scattered all 
over the Atlantic seaboard, from Maine to 
Florida, but by far the greater percentage 
are in the Southern States. 


Holdings of Potash Mines 


The International Corporation formerly 
owned all of the stock of the Kaliwerke 
Sollstedt Gewerkschaft, a German potash 
property whose mines are estimated to con- 
tain 50,000,000 tons of potash, and which 
also owned a large factory for the concen- 
tration of salts into commercial forms. In- 
asmuch as potash is a very important ingre- 
dient in the manufacture of fertilizer, the 
acquisition of this property was one of the 
strongest links in International’s armor. 
Incidentally, these holdings in the German 
property had a very important bearing on 


the course of the company’s security prices. 
The enactment of the German Potash law, 
which was designed directly to apply to this 
potash property, destroyed to a great extent 
the advantages which International enjoyed 
through the ownership of the potash mines 
and the company therefore sold a half in- 
terest in the Kaliwerke company for ap- 
proximately $2,500,000, with an option to 
the purchaser to buy for $1,500,000 the re- 
mainder of the stock up to Dec. 31, 1916, 
in which event International would take 
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over at par $1,000,000 of its stock held by 
Kaliwerke. Owing to the outbreak of the 
war the transaction was never completed 
and is held in abeyance until the end of the 
war. 

International paid $2,500,000 in pre- 
ferred stock and $1,500,000 in common 
stock for Kaliwerke and it was stated offi- 
cially January 1, 1912, that International 
had received in the way of dividends from 
its Kaliwerke stock, from Kaliwerke deben- 
tures which it received in consideration of 
the surrender of a seven years’ potash pur- 
chase contract, from the purchase price of 
the half interest in Kaliwerke and from 
other various items in connection with the 
potash mines, cash in excess of $4,500,000. 
So it is apparent that while the company is 
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now deriving no benefit from its interest in 
the German potash property, because of 
the war, it has not been a losing venture. 


International’s Decline 


International Agricultural Cheinical 
started on its corporate career like a race- 
horse. For the first three years of its existence 
it paid 7% regularly on the preferred and 
earned 10% on that issue in 1910, 10.8% 
in 1911 and 11.22% in 1912 with 9.8%, 
7.4% and 7.0% respectively on the common 
stock. Prior to 1912 the preferred stock 
sold at 108 par and the common at a high 
of 79. As a matter of fact earnings had 
slumped off badly in 1912, but juggling of 
the returns from Kaliwerke bolstered the 
income account for that year to respectable 


of $1,358,000 in place of a supposed sur- 
plus at the end of the previous year. The 
corporate ship was considerably less sight- 
ly, but far more seaworthy. 

The preferred stock in 1913 from a high 
for that year of 90 showed a low of 23 and 
the common a high of 39 and a low of 5. 
It would be exceedingly interesting to learn 
who were the sellers of the preferred and 
common issues at the high prices. 

The following year International showed 
a profit of about $85,000, which with 

000 representing the profit on bonds 
purchased and canceled brought the total 
profit and loss deficit at the end of the year 
down to about $1,152,000. The preferred 
showed a high of 36 and a low of 13 and 


the common a high of 10% and a low of 4. 
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proportions. That method of bookkeeping 
is hardly to be commended, as it gave an 
entirely misleading aspect to the earnings 
situation. In 1912 the high for the pre- 
ferred was 99 and for the common 53%. 

After 1912 the deluge. For awhile divid- 
ends were maintained in 1913—3'%% be- 
ing paid—but the company showed a deficit 
of $162,000 in round figures, before divi- 
dends and a deficit for the year of approx- 
imately $619,000. 

By then it was apparent that the Interna- 
tional Corporation needed overhauling. 
This was done by writing down unwar- 
ranted values, creating reserves, etc., to a 
total of $2,214,000. International’s balance 
sheet now showed a profit and loss deficit 


The first full year of war, 1915, brought 
no prosperity to the company, for the 12 
months showed $160,022 deficit, but pur- 
chased and retired bonds netted $336,799 
and the profit and loss deficit at the end of 
the year was under the million mark. 


The Turn in the Tide 


But better things were in store for the 
company. The year 1916 showed a gross 
operating profit of $2,794,000, or nearly 
$1,000,000 more than the previous year, 
and net income totaled $1,280,000 equal to 
9.8% on the preferred and 5% on the 
common stock. On the better showing the 
company’s preferred stock sold to a high of 
74 and the common to 2934. But for some 
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reason it appeared that it was thought best 
to clamp the lid on earnings, for about 
$340,000 was written off from surplus for 
“adjustments during the year of items ap- 
plicable to prior period,” so that the final 
profit and loss surplus, although no longer 
on the debit side, showed a balance of but 
$58,329. 

Next year gross earnings were still larger, 
but costs had also risen, so that the bal- 
ance for the preferred was but 9.2% and 
for the common 4.1%. In settlement with 
the company’s litigation with the Tennes- 
see Copper Co., International had received 
$500,000 in cash, but the investment ac- 
count was written down to that extent, and 
$750,000 was written out of surplus as a 
general reserve for taxes. 

The total profit and loss surplus at the 
end of 1917 was but $637,000, and natural- 
ly the preferred stock did not go above 
60% and the common above 217%. It al- 


most seemed as if the purpose was to keep 
the price of the company’s stocks at unsat- 
isfactory levels rather than the reverse. 


The Present Situation 


International’s current fiscal year which 
ends June 30 next, will be by far the best 
ever reported. Earnings on the preterred 
stock will be, it is estimated, in the neigh- 
borhood of $20 per share, which came 
about half from the fertilizer business and 
half from the sale of sulphuric acid. The 
company’s acid contract is estimated to be 
worth about $1,225,000 net per annum on 
present acid prices, and thereby hangs an 
interesting tale. 

When the International first contracted 
before the war with the Tennessee Copper 
& Chemical Co., then the Tennessee Cop- 
per Co., to buy the latter’s acid output, In- 
ternational agreed to take a certain tonnage 
annually at $4.81 per ton, with the option 
of taking the company’s entire output. On 
the advent of the war and soaring acid 
prices, Tennessee found that not only was it 
missing an earnings’ bonanza, but that the 
cost of production had_ increased until 
there was a loss instead of a profit on the 
contract. International, on the other hand, 
found the contract immensely profitable, for 
all the company had to do was to sell the 
acid at market quotations representing 
about 200 per cent profit per ton, and 
at times considerably more. Tennessee’s 


difficulties with the Russian Government, 
due to the destruction of one of its biggest 
plants by fire, threatened to put the com- 
pany into bankruptcy, and so International 
agreed to a modification of the contract, 
Tennessee agreeing to pay $500,000 in cash 
as a consideration. 

On the new basis, Tennessee receives 
$4.81 for the first 150,000 tons of acid, 
about $7 up to in the neighborhood of 
225,000 tons and $10 per ton to 300,000 
tons, or whatever the company produces 
and International takes above that figure. 
The average is about $7 a ton to Interna- 
tional, and as the demand for acid exceeds 
the supply, and as acid is selling around 
$20 per ton it will be seen that this contract 
is still an exceedingly profitable one. 

Prospects for Dividends 


What are International dividend pros- 
pects? At the present time there are about 
344% of accumulated back dividends. 
Cash in the banks totals about $1,500,000, 
and working capital should be between 
$4,000,000 and $5,000,000 by June 30. If 
this year’s earnings come up to the reliable 
estimates of $20 per share‘on the preferred 
it will mean that in the last three years In- 
ternational has earned 39.1% on the pre- 
ferred, or an average of slightly better than 
13% per annum. 

Having written more than $1,500,000 
from the surplus account in the last two 
years it would appear that the company is 
in a position to give consideration to the 
preferred dividends, in which event the pre- 
ferred should sell above its recent high 
price of in the neighborhood of 53. There 
seems to be no good reasons outside of mar- 
ket considerations, why the long-patient pre- 
ferred stockholders should not see their pa- 
tience rewarded this year. 

But as has been pointed out in this ar- 
ticle, the management leans to over- 
conservatism and it may be that the pres- 
ent year will see more heavy writings off. 
On earnings and prospects the preferred is 
cheap at the present price. On immediate 
dividend prospects it is a speculation with 
excellent possibilities. The common is an 
out and out speculation, as the time of in- 
auguration of dividends on this class seems 
far distant. It should do better market- 
wise, however, in sympathy with the pre- 
ferred. 
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BOSTON & MAINE—Increased Pass 
Rates—Under the ruling permitting pas- 
senger rates to be advanced to 2% cents per 
mile, B. & M. will receive about $2,000,000 
more in passenger revenue, allowing for the 
same amount of travel as last year. In- 
creases granted in class freight will amount 
to about $1,000,000, a total increase in gross 
earnings of $3,000,000 per annum. Gross 
business last month amounted to slightly 
over $5,000,000, the biggest month in the 
history of the road. - 


CANADIAN PACIFIC—Entire System 
Represents an Outlay of $849,000,000—The 
total investment is capitalized at $623,000,- 
000, whereas the cost was $687,000,000, be- 
sides $31,000,000 worth of railways con- 
structed before its formation by the Cana- 
dian Government and $131,000,000 of money 
obtained from surplus earnings, land sales, 
etc., expended on the property and written 
off without being capitalized, so that the 
system represents an outlay of $849,000,000, 
or upward of a mile. In 1916 it 
had 13,000 miles of railway, with net earn- 
ings of $50,000,000, but the fixed charges 
were only $3,500,000 more than those it was 
carrying in 1889. Between 1902 and 1914 
$336,300,000 was spent on additions, better- 
ments and new equipment. The steamship 
department is at present valued at upward 
of $65,000,000 


CHESAPEAKE & OHIO—Increase in 
Gross, Decrease in Net—The gross operat- 
ing revenues were $54,643,793, an increase of 
$4,809,481, or 9.65%. The net income was 
$7,066,378, or 11.25% on the capital stock 
outstanding. The increase of $5,407,140 in 
operating expenses, $802,727 in taxes, $49,- 
184 in rentals and other overhead charges, 
and $206,961 in interest charges were only 
partly compensated by an increase of $1,- 
056,018 in miscellaneous income. This in- 
crease was due to increased revenue from 
hire of equipment. The tonnage of coal 
and coke moved, forming one of the largest 
sources of income of the C. & ©., decreased 
3.9%, compared with 1916, to a total of 26,- 
230,768 tons. Other freight tonnage in- 
creased 4.4% to a total of 11,648,957, and 
passenger traffic increased by 7.8%. The 
passenger revenue increased 22.8% over 


1916. Its increased wage bill for the year 1917 
over 1916 amounted to $3,051,100. 


CHICAGO, BURLINGTON & QUINCY 
—Contract—Inasmuch as the negotiations 
with the government concerning the terms 
of the contract covering the operation of 
the property by the government are still in 
progress the stockholders’ meeting ad- 
journed until May 22 to consider the matter 
further at that time. 


CHICAGO, MILWAUKEE & ST. 
PAUL—Earned Only $3.85 a Share on Pre- 
ferred in 1917—During 1917 the St. Paul 
earned a net corporate income over its fixed 
charges of $4,468,631. St. Paul has been 
paying dividends of 4% on its common and 
7% on its preferred stock. As there is 
$115,845,800 worth of preferred stock in the 
hands of the public, it earned for the year 
barely 3.85% on its preferred stock, with 
nothing left over for the common. The 
fact that in face of this situation the di- 
rectors, instead of passing both dividends, 
have deferred action for four months in 
succession, is understood to indicate an 
expectation that the terms of the road’s 
contract with the Government, and _ its 
rental based on the average of three years, 
will permit retention of the dividend rate. 
The income for 1916 would, when averaged 
with 1917, cover the dividend rate. Electri- 
fication of the 217 miles of the road from 
Othello to Seattle and Tacoma was com- 
menced in March last year and will prob- 
ably be completed by July 1, 1919. 


CHICAGO, ROCK ISLAND & PA- 
CIFIC—Will Ask Special Contract with 
United States—The directors will proceed 
with the Government contract and adopt 
the same, subject to the stockholders’ ap- 
proval, in case the Government requires it. 
Company would not sign the standard form 
of contract because of receivership condi- 
tions during two years of the three upon 
which the average net earnings are com- 
puted. Rock Island’s contract with the 
Government must take into account several 
important considerations not applicable to 
most roads. For illustration, Rock Island 
used to pay $1,000,000 rental for cars, but 
since getting 4,000 new cars the car rental 
balance is in its favor. 
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c., C., C. & ST. L.—Earnings in 1917— 
The 1917 revenues were $52,650,920, as com- 
pared with $46,678,240 in 1916. The surplus 
was $4,656,972, as compared with $6,999,964 
in 1916. The total revenue tonnage carried 
was 35,802,523, an increase of 2,899,940, of 
which: 2,871,367 was in bituminous coal. 
The average revenue per ton mile was 5.66 
mills, an increase of .1 mill, due largely to 
increases in rates granted by the Federal 
and State commissions during the year. 


DELAWARE & HUDSON—Coal Out- 
put Increased 20%—Increased its output of 
anthracite coal last year by 20.28%. Condi- 
tions controlling the production and sale of 
anthracite continue to be abnormal. The 
scarcity of labor and unprecedented need of 
heavier production are principal character- 
istics. 


ERIE—Mortgage Modification Approved 
—The State Public Utility Commission has 
approved the petition of Company supple- 
menting its $15,600,000 refunding and im- 
provement mortgage maturing Nov. 1, 1937, 
amending the mortgage so as to reserve to 
Company the right to extend to date of ma- 
turity of any underlying bonds, prior bonds 
and other bonds for which it is liable. 


HOCKING VALLEY—Earned 17.58% in 
1917—Company earned net income of $1,- 
933,912 in 1917, an increase of $557,786, or 
40.5% over the preceding year and the larg- 
est since 1910. This was equal to 17.58% 
on the stock, compared with 12.51% in 1916. 
Dividends of 544% were paid and final sur- 
plus was increased from $7,720,688 at the 
beginning of the year to $8,940,836 at its 
close. Operating revenue amounted to 
$10,696,434, a gain of $2,496,014 or 30.44% 
over the preceding year. Net revenue was 
$684,781, or 26.71% larger than a year ago. 
The gain in net after taxes was $436,406, or 
21.7%, and other income increased $116,286, 
or 20.2%. There was small decrease in 
charges. Operating income of $3,060,175 
in 1917 compares with a five-year average 
of $2,474,800. The percentage of return on 
the property investment last year was 6.62 
against a five-year average of 5.52. 


LOUISVILLE & NASHVILLE—Taxes 
—The average taxes of $1,064 a mile paid 
in Indiana on last year’s assessment were 
the highest for any state in which the road 
operates except Mississippi; 5.42% of the 
gross earnings of the road in this state were 
taken for taxes for the state. Counting 3% 
collected by the Federal government for 
income and excess profit taxes, the road 
would pay altogether in this state for taxes 
this year 8.42% of its gross earnings. The 
gross earnings of the L. & N. a mile had in- 
creased 30% in 1917 over 1916, and the net 
earnings had increased 21%. 


NEW YORK CENTRAL—Notes to Be 
Paid with Government Money—1917 Income 
—The $10,000,000 one year 4%% notes are 
expected to be paid off with funds obtained 
from the fund of $500,000,000 established by 
the Government. The VU. S. Treasury De- 
partment has made payment to the Central 
and controlled lines on account of the first 
quarter’s rental of the lines under Federal 
control. They amount to approximately 
$13,000,000 and include $10,000,000 for the 
Central itself, $900,000 each for the Michi- 
gan Central and the Big Four and $1,200,000 
for the Pittsburgh & Lake Erie. The Gov- 
ernment has made loans to the Central and 
others of the system, which put them in 
a position to meet their May 1 maturi- 
ties, as well as their current interest charges. 
Without including the undivided surplus 
earnings of the subsidiaries, the net corpo- 
rate income was $25,599,220 in 1917, a de- 
crease of $20,059,998 from the high record 
made in the preceding year. It was equal 
to 10.25%, compared with 5% paid in divi- 
dends and 18.27% earned in the preceding 
year. 


PENNSYLVANIA—Work Resumed on 
Chicago Freight Station—The completion 
of the new $4,000,000 freight house of the 
P. system in Chicago has been seriously im- 
peded by strikes, the latest one involving 
the rights of eight men only. They were 
installing elevators, the right to do this 
work being claimed by both the electricians 
and elevator constructors. To compel the 
employment of the electricians the sheét 
metal workers also went out on strike. The 
Government intervened on April 23 and or- 
dered the renewal of work, which has been 
blocked since last July. Work on the struc- 
ture will be resumed immediately. As the 
result of a conference between representa- 
tives of the contractors, elevator company, 
the railroad and electricians, it was arranged 
that the two unions divide the work equally. 


ST. LOUIS & SAN FRANCISCO—Earn- 
ings—Earned 37.96% on Preferred in 1917— 
The net income was $2,847,788 after full 
payments of interest on the cumulative ad- 
justment and the income bonds, St. Louis 
and San Francisco Railway Co. Net was 
equivalent to 37.96% on the outstanding 
preferred stock, compared with 22.64% in 
1916. It was equivalent to 4.75% on the 
outstanding common, compared with 2.47% 
in 1916. Operating revenue increased over 
the preceding year 12.3%, and it was able 
to save for net $2,592,618 of the $6,556,658 
gain on gross. Taxes, however, rose $581,- 
812, or 26.7% and hire of equipment was an 
increased debit charge of $542,053. These 
items, coupled with a decrease of $545,350 
in other income, prevented the gain in net 
income from: becoming greater than $1,149,- 
345, or 67.7%. 
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AMERICAN LOCOMOTIVE—Receives 
Orders from Government—Contracts for 
building 1,025 locomotives of a standard type 
has been awarded by Director General Mc- 
Adoo to the company. This calls for the ex- 
penditure of approximately $50,000,000. The 
locomotives will be placed wherever there is 
the greatest need. Deliveries begin in July. 
Awarding of these contracts marks the estab- 
lishment of locomotive construction standard. 

AMERICAN WRITING— Paper Ship- 
ments $1,600,000 in March—Shipments .ag- 
gregating $1,600,000 for the month of March 
set up a new high record for the company, 
while present indications point to the possi- 
bility of April having exceeded that total. 

BARRETT CO.—Operations Favorable— 
The earnings of the company for the first 
quarter of 1918 will show a substantial in- 
crease over the same period of last year. 
Outlook at the present time indicates that 
net earnings for this year will exceed those 
of 1917, when $20.61 a share was earned on 
the common stock. Large U. S. and foreign 
orders are keeping the plants operating at 
full capacity. 

BETHLEHEM STEEL—Orders _In- 
crease—Orders for war munitions and ma- 
terials necessary for the prosecution of the 
war expand day by day. The corporation now 
has contracts for more than $500,000,000 worth 
of products on the books ot the subsidiaries, 
compared with $453,000,000 at the end of 1917. 


The increase of nearly $50,000,000 in the four 
months is over and above the value of the 
shipments made in the period, which are run- 
ning at around $30,000,000 a month or more. 

CANADIAN CAR—Over 35,000 Shares 
Held in U. S.—Over 35,000 shares of Cana- 
dian Car & Foundry stock are held in the 


United States, chiefly in New York. The 
preferred sold at 76, a rise of about 27 points 
from the low of 49. With $36,000,000 of un- 
filled orders on hand, and prospects for much 
more new business, the outlook is regarded as 
good. The accumulated back dividend in July 
will amount to 28%. It is now said that regu- 
lar dividends will soon be resumed, and the 
back dividends will all be wiped out in less 
than two years. 

CHANDLER MOTOR—New Plant to 
Be Ready in July—The new factory being 
built in Cleveland to care for the $10,000,000 
Government order will probably be completed 
some time in July and work will then be 
rushed upon the new machines. It is not 
likely that the full program can be com- 
pleted this year, but profits from this source 
will materially swell earnings for the second 
half year. 

EMERSON PHONOGRAPH — Import- 
ant Appointment—H. G. Leeming, formerly 
Assistant General Manager of Thomas A. 
Edison Co., has been appointed general 
manager of the Emerson Co. For the past 
15 years, Mr. Leeming has occupied high 
executive positions in the phonograph 
industry. 

GENERAL ASPHALT—Report—Total 
sales of the company were $12,559,313 in 1917, 


incorporation, a 


compared with $11,677,309 in 1916, $10,445,705 
in 1915 and $10,797,704 in 1914. Net earnings 
were $1,019,350, against $921,965 in the pre- 
ceding year, $934,470 in 1915 and $310,70U in 
1914. Surplus after charges of $830,659 com- 
pared with $760,308 in 1916, $800,349 in 1915, 
and $263,036 in 1914. The company pdid 5% 
in dividends on the preferred stock, calling for 
$652,750. Final profit and loss surplus was 
$3,020,678 at the close of 1917, compared with 
$2,842,724 on January 31 of that year. 


GENERAL MOTORS CORP.—Produc- 
tion for First Quarter Shows Decrease— 
The quarterly output of passenger cars shows 
a decline when compared with the similar 
period of the preceding year, being 40,000 cars 
as compared with approximately 52,000 the 
year before. The reduction of 12,000 cars, or 
23%, was based upon war restrictions rather 
than let-up in demand and was divided fairly 
uniformly with the four companies with the 
exception of Oldsmobile, which passed by 
Oakland into second place in the General 
Motors group. For the three months Olds- 
mobile turned out nearly 9,400 cars as com- 
pared with 8,800 for Oakland. Cadillac’s pro- 
duction ran 3,900 or about 1,200 cars less than 
in the first quarter of 1917. Buick dropped 
its output from 28,000 to 18,000. Buick and 
Cadillac are both playing a prominent and vital 
part in the manufacture of the Liberty motor 
Payment for the Chevrolet is to be made with 
282,684 shares of the common stock of Gen- 
eral Motors. This will amount to 732,684 
shares or 1 1-7 shares of General Motors 
common stock for each share of Chevrolet 
Motor Co. stock now outstanding. 


KELLY-SPRINGFIELD — Tenders 
Asked—Notice has been sent to the holders 
of the 6 per cent preferred stock that 
there has been set aside from profits in ac- 
cordance with the terms of the certificates of 
special surplus account of 
$75,164 to be used for the purchase of this 
issue for its retirement and cancellation. Pay- 
ments will be made on and after May 13 at 
the Liberty National Bank upon the delivery 
of the stock properly endorsed and stamped 


LACKAWANNA STEEL—April Earn- 
ings Favorable—April earnings of Lacka- 
wanna compared favorably with those of last 
year, when they were something over $2,000,- 
000 net. Notwithstanding the lower average 
of prices received and higher labor costs, 
profits before Federal taxes showed but little 
decline from those of April, 1917, while net 
after all deductions was well in excess 0! 
$1,000,000. In the three months ended March 
31, Lackawanna earned $2,996,747 for stock, 
amounting to $8.54 a share. 


MIDVALE STEEL—Earned $3.90 a 
Share in First Quarter of 1918—The net 
earnings in the first quarter of this year fol- 
lowed the general trend of steel profits af- 
fected adversely by railroad congestion. The 
quarterly report shows $3.90 a share earned 
as compared with $5.44 a share in the final 
quarter of last year and $3.53 a share in the 
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first quarter of 1917. The earnings in the first 
three months held up to the earnings in the 
same period of 1917, and pointed to a sharp 
recovery in steel operations in the closing 
month of the quarter. 


NEW YORK AIRBRAKE—Steel Or- 
ders Will Keep Plants Busy Until 1919— 
Will have the last one of its five new 
munitions plants in operation within a week 
or so. The freezing of the ground in the 
cold weather delayed flooring of the plants 
with concrete, but four plants are now in 
operation. Within the past month or two 
Air Brake closed additional Government 
orders for shell parts engaging its capacity 
until the close of the calendar year. With 
the immense shell-buying program which the 
War Department is now preparing for 1919 
it may be expected that Air Brake will get 
additional orders keeping its shell plants 
active throughout 1919. 


SAVAGE ARMS—Taxes Reduce Earnings 
from $118.47 a Share to $18.88—Net earn- 
ings after all expenses, ordinary depreciation, 
and interest charges of $2,316,654, were at the 
annual rate of $118.47 a share on the common 
stock after allowing for preferred dividends. 
Deductions for Federal taxes and special de- 
preciation, brought net for common down to 
an annual return of $18.88. The entire $1,- 
889,757, charged as a reserve for taxes and 
special depreciation was not actually charge- 
able to earnings. The amount is nearly 82% 
of the total taxable earnings. In 1917 Savage 
Arms wrote down its Lewis gun patent account 
$4,228,481. It had paid an inflated price for 
these patents and had been carrying them on 
its books at about the price paid. It now has 
ample funds to meet its 1917 Federal taxes, 
and in addition a large cash balance in hank, 
and is able to discount its bills payable. The 
failure to produce heavy Browning guns on 
time has resulted in placing of additional 
orders for 70,000 Lewis guns. 


TOBACCO PRODUCTS—Declares Divi- 
dend in Scrip—Has declared the regu- 
lar quarterly dividend of 1%% on the com- 
mon stock, but ordered it paid in scrip instead 
of cash. The scrip bears 7% interest and 
matures on May 15, 1920. This is in line with 
what the financial district has been expecting. 
It is due to the need for additional working 
capital necessary to handle the large business 
at present. The steady and rapid advance in 
the price of raw materials results in a large 
inventory, the prices of some tobaccos being 
five times what they were more than a year 
ago 


UNITED ALLOY—Earning at the Rate 
of $12 to $14 a Share—Company is playing 
an important part in the war steel program. 
Running at practical capacity for over a month 
it has been devoting 60% to 65% of its opera- 
tions to government work. Transportation 
difficulties are now pretty well ironed out so 
that it should get the benefit of the new 
construction completed last year. It prac- 


tically doubled ingot capacity to 60,000 tons a 
month. Earnings are now running at the rate 
of between $12 and $14 a share. After ex- 
cess profits taxes it is expected that 1918 net 
will be something of an improvement over last 
year, when $8.34 was returned for the 525,000 
shares. 


U. S. STEEL—Earnings and Operations 

Net earnings after deducting interest on 
subsidiary companies’ bonds and Federal taxes 
totalled $56,961,424, compared with $59,724,125 
for the three months ended December 31, 1917, 
and $113,121,018 for the first quarter of 1917 
before allowing for Federal taxes, which were 
not made public at that time. The output im- 
proved as the quarter progressed, the earn- 
ings for March being $26,471,304, or nearly 
double what they were for the first month. 
For the first quarter of this year the corpora- 
tion paid $31,585,198 on account of Federal 
income and war excess profits taxes, com- 
pared with $60,950,364 for the previous three 
months, due to the shrinkage in earnings. 
Earnings applicable to dividends on the com- 
mon after making all allowances were $36,586,- 
496 and equalled 7.21 per cent, or at the rate 
of nearly $29 a share for a year. After de- 
ducting dividends there was surplus left of 
$15,032,502 for the quarter, compared with 
$16,258,272 for the three months ended De- 
cember 31, 1917; and $33,865,000 for the cor- 


responding quarter a year ago. 


WESTINGHOUSE ELECTRIC — Ma- 
rine War Work—Much over half of whose 
record current orders of more than $150,- 
000,000 is for government account, is be- 
coming an increasing factor in war work on 
sea as well as on land. Browning machine 
guns and shells are approaching quantity out- 
put. Westinghouse is now proving a valuable 
adjunct to our new ship program through its 
production of steam turbines, besides miscel- 
laneous marine electrical work. This ship 
machinery production is centered at Essing- 
ton, on the Delaware River, convenient to the 
Hog Island and the other new shipyards 


WILLYS-OVERLAND—Net Earnings— 
After making the necessary deductions for 
Federal taxes, depreciation and _ interest 
charges. Company showed net earnings of 
$6,121,000, compared with $9,565,000 for the 
previous twelve months. After deduction of 
preferred dividend, the balance was equal to 
$3.16 per share of common stock, $25 par 
value outstanding, In 1916 earnings avail- 
able for the common were equal to $5.71 per 
share of stock. 


WOOLWORTH—Sales—Sales for the 
four months, despite the falling off in April 
and poor weather in January and Februarv 
which also affected business were $14,423 
better than the gain for the first four months 
of 1917. Sales to April 30 of this year were 
$4,781,653 ahead of the same months of 1916. 
As of April 30 inventories amounted to about 
$16,150,000 a reduction of $600,000 from in- 


ventories at the beginning of the year. 
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Consolidated Gas—Higher Costs 


versus Dividends. 


Comparative Study in Increased Expenses—Aids the Govern- 
ment Without Compensation — Earnings Seriously 
Affected—Will It Have to Reduce Dividends? 





By J. H. WESTCOTT, Jr. 





IL, too much oil—is the answer to 
the question which has arisen in 
the minds of the stockholders of 
the Consolidated Gas Company 

as to what has happened to this premier 
security among the gas utilities. 

Oil has become a primary necessity in 
this mechanical age. Its liberal applica- 
tion can generally be depended upon to 
make things go smoothly, while a niggardly 
use results in increased wear and tear, at 
an expense out of all proportion to its cost. 
But the demand for 120,000,000 gallons 
annually by this company-has decreased its 
earnings and perhaps jeopardized its divi- 
dends. 

The contract price of oil which the Con- 
solidated company has made for this year’s 
requirements is a little more than 6.5c a 
gallon. The company was fortunate in ob- 
taining its oil at this figure, as the same 
kind of oil is now selling as high as 10c a 
gallon. The price paid by the company is 
1.5c more a gallon than it paid in 1917. 
That in turn was an advance of 2c over 
the 1916 price. The increase in cost 
this year is equal to about $1.80 a share 
on the outstanding stock. Compared with 
the 1916 price it is equal to $4.20 a share 
on its stock. 

About four gallons of oil are used in the 
manufacture of 1,000 cubic feet of gas and 
the increase of 1c a gallon adds 6c to the 
manufacturing cost. The 1917 advance in- 
creased the manufacturing cost by 8c, mak- 
ing the cost 14c a 1,000 feet more this year 
than in 1916. 

The price of nearly all other materials 
and supplies required in the production and 
distribution of gas and electricity increased 
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materially in 1917. Labor cost also went 
up. The price of anthracite and bitumi- 
nous coal used in gas manufacture rose 
11.3 per cent. Boiler coal for generating 
electricity was 59.2 per cent more expensive 
in 1917 than in 1916. The increase in oil 
and coal alone added $4,530,000 to the 
manufacturing cost. Labor and other ma- 
terials added about $353,355 during 1917. 

Other burdens were added in that year. 
Because of the war it cost the company 
$597,690 more than in 1916 to protect its 
gas and electric plants. The total operat- 
ing expenses of its gas and electric com- 
panies increased $9,336,003. This includes 
$1,486,636 of increased taxes and $2,413,- 
332 due to the increased production of gas 
and electricity. 


New Facts on Daylight Saving 


It appears that 1918 will put still further 
burdens on the company. The order of the 
Fuel Administrator limiting the use of elec- 
tricity for electric signs and show-window 
and interior display advertising curtailed 
the use of electricity. Such lighting repre- 
sents a large volume of the commercial 
business of electrical companies and the 
effect will be shown in this year’s statement. 
The exact amount of such decrease in con- 
sumption has not been determined. 

Another decrease will result from day- 
light saving. As a large part of the gas 
is used for fuel purposes, it would seem that 
this will not affect the gas department as 
seriously as the electric light one. The best 
estimate obtainable shows that 40 per cent 
of its gas is used for cooking, 35 per cent 
for lighting purposes and 25 per cent by 
hotels and other large consumers. 
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The writer has made a special investiga- 
tion of this subject—probably the first that 
has been made. Between daylight saving 
and economy, a decreased consumption of 
gas was recorded in April. Full figures are 
not available but the hour from 4 to 5 p. m. 
has shown a decrease of 1.2 per cent, from 
5 to 6 p. m., 6.61 per cent, from 6 to 7 
p. m., 8.15 per cent, from 7 to 8 p. m., 
19.79 per cent, and from 8 to 9 p. m., 1.31 
per cent under April, 1917. Calculations 
by gas companies outside of this city show 
a decrease of about 6 per cent. Available 


data and estimates show that daylight sav- 
ing has reduced the consumption of elec- 
tricity by one hour’s maximum use. This 
amounts to between 4 per cent and 5 per 
cent of the daily production and would 
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average between 2 and 2% per cent annu- 
ally. 

The company will have to spend at least 
one-fifth more for the protection of its 
plants during 1918 than in 1917, unless the 
war terminates before the end of the year. 
Labor costs will also increase and the esti- 
mated additional cost of coal is around 
$3,000,000, according to a representative of 
the company. 


Production and Earnings 


The sales of gas increased in 1917 but 
they were not sufficient to offset the higher 
operating costs. ‘The combined gas sales 
were 30,778,670,800 cubic feet, a gain of 
1,407,202,100 feet or 4.79 per cent over 
1916 when sales amounted to 29,371,468,- 
652 cubic feet. Assuming that the com- 


pany received the full 80c rate for this in- 
creased production the amount of income 
would be only $1,225,761.60, which com- 
pares very unfavorably with the increased 
cost. The sales of electricity by the subsi- 
diaries showed a more substantial increase, 
being 749,827,761 k. w. h., a gain of 11.37 
per cent over 1916. 

Dividends and interest received by the 
Consolidated company from its controlled 
companies amounted to $6,695,956.91, as 
against $7,527,138 in 1916. The net in- 
come from its gas properties in 1917 was 
$2,538,278.65. Its total net income was 
$9,234,235.56, as compared with $10,564,- 
038 in 1916, $10,652,685 in 1915, $9,425,- 
120 in 1914 and $9,569,336 in 1913. 

But this income does not take into con- 
sideration the large earnings from the New 
York Edison Co. which have wot been dis- 
tributed in the form of dividends to its 
parent company. No report has Leen made 
for 1917 but they amounted to $2,391,533 
in 1916, $2,090,278 in 1915, $2,476,639 
in 1914, $3,262,484 in 1913, $2,974,731 in 
1912 and averaged around $2,450,000 for 
the preceding 5 years. In fact, the Edison 
company had accumulated a surplus of 
$36,573,155 up to December 31, 1916. 


Prospect for Higher Rates 


If it should become necessary, it is pro!)- 
able that the company will get more liberal 
treatment from the law making bodies than 
it has heretofore received. The Supreme 
Court of the U. S. recognized its right to 
realize 6% on its investment, in its decision 
on the 80c gas in 1909 and decided this 
rate was a fair one for investors. But in- 
come returns and interest rates were then 
considerably lower than present ones. If 
they continue high over a period of years, 
it is likely that the right of the stockhold- 
ers of the Gas Company to receive a larger 
return will be realized and their equities 
protected. 

This adds to the strong appeal for lib- 
eral treatment which the company deserves 
at the hands of the New York legislature 
and the Public Service Commission. Pub- 
lic opinion also ought to compel a better 
treatment of utilities by the legislative 
bodies. Some indication has already ap- 
peared in the recent ruling of the Public 
Service Commission. On its own initiative, 
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it started proceedings to change the legal 
standard of gas from 22 candle power to a 
British thermal unit one, with a view of 
decreasing the operating costs of the gas 
companies and giving the public satisfac- 
tory service through the employment of 
mantles instead of ordinary gas burners for 
illuminating purposes. The British stand- 
ard would not decrease the efficiency of 
gas for fuel purposes. 

On October 13, 1917, the Commission 
gave the companies operating in the First 
Department, the option of changing from 
their present standard to a 650 thermal unit 
one, the price of gas to remain at its pres- 
ent 80c rate or to manufacture gas of a 
lower heat unit content than 650 b.t.u., 
but the price to be reduced in propor- 
tion to the reduction of the heat units be- 
low 650. The company did not accept 
either option because it had been advised 
by counsel that such acceptance would de- 
prive it of its rights to apply to the courts 
for relief from the existing 80c rate. The 
company claims to be furnishing gas at 
this time at less than cost when interest on 
investment is considered. The average 
unit standard established in other com- 
munities where changes have been made 
does not exceed 600 b.t.u. and such stand- 
ards were fixed, with two exceptions, with- 
out a change in price. 


Gas Is Now Ex-Toluol 


There is. also some question as to 
whether any saving would result from the 
adoption of the 650 b.t.u. standard. The 
matter’ was not thoroughly investigated in 
the proceeding, as the use of the plants for 
the manufacture of toluol became the pre- 
dominating feature. Last fall, when the 
proceeding was heard, it became apparent 
to the Consolidated Gas Company and its 
affiliated gas companies that the need of the 
United States for toluol in the manufacture 
of high explosives was not only urgent, but 
imperative, and that any delay meant crip- 
pled artillery service and unnecessary sacri- 
fice of lives. So the question of cost under 
the 650 b.t.u. standard was not fully de- 
veloped. 

There has been no publication about 
the arrangement between the Government 
and the Gas Company as to any compensa- 
tion to the company. But from information 


obtained by the writer from the best au- 
thority the gas company will not receive 
any compensation and has willingly turned 
its entire production over to the Govern- 
ment for the purpose of extracting toluol. 
This is now being done. But no additional 
burden has been put on the Consolidated. 
The necessary stills, equipment and labor 
is being furnished by the United States. 
But the extraction of toluol impairs the 
illuminating quality of gas and reduces it 
below the legal standard. Its value for 
heating purposes and its utilization for in- 
candescent mantles is rather improved than 
otherwise. However, the illuminating 
qualities are restored in order to bring the 
gas up to the legal standard at the expense 
of the Government. 

Unfortunately, the Public Service Com- 
mission decided that it has no power to 
raise rates in the application made by the 
Bronx Gas & Electric Co. some months ago 
for an increase in rates. The State Legis- 
lature is the only law-making body now so 
empowered. The course which the com- 
pany will pursue has not been fully deter- 
mined, but a rehearing of the proceedings 
before the Public Service Commission has 
been requested. 


Assets Have Piled Up 


The Consolidated Co. has continued its 
policy for many years of adding to its sur- 
plus rather than paying out all earnings as 
dividends. This has resulted in a surplus 
on Dec. 31, 1917, of $19,890,439.23, as 
compared with $19,110,697 in 1916; $18,- 
008,737 in 1915; $15,639,410 in 1914, and 
$15,031,540 in 1913. This prudent policy 
of conserving its assets instead of declaring 
extra dividends in years of prosperity will 
now permit the company to continue its an- 
nual 7% dividend payments if its directors 
believe that it is conservative or wise to 
do so. 

For the last 10 years at least the com- 
pany has not been required to dip into sur- 
plus for any dividend requirement. Its re- 
newal and reserve funds are very large also 
and amounted to $12,764,417 on December 
31, 1917, as compared with $12,736,260 in 
1916, $11,962,591 in 1915, $11,359,312 in 
1914, and $10,813,041 in 1913. The posi- 
tion that the company will take this year 
has been indicated to a certain extent by its 
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declaration of the regular quarterly div- 
idend of 134%, payable on June 15, 1918. 

If the market action can be judged by its 
previous record at a time when the company 
faced the uncertainties of 80c. gas in 1906, 
it would appear that the present market 
prices of its stock has about discounted the 
unfavorable factors. 

In 1906 the high was $181.25 and the 
low was $130.62, a decrease of about 
28%. This was also in the face of a div- 
idend reduction to 5% in 1906 from 814% 
in 1905. In 1907 the dividend was re- 
duced to 4%, and the low was $74 and 
high $140.25. In 1917 the high awvas 
$134.62 and the low was $76.50, a de- 
crease of 43%, without any dividend re- 
duction. At its present price of $88 it has 
declined about 35% from its high of 1917. 
This is a 7% larger decrease than in 1906. 
In 1909, after the U. S. Supreme Court had 
decided adversely to the company, the mar- 
ket price rose to $165.25, although a div- 
idend of only 4% was paid. This was an 
increase of over 110% over its 1907 low. 

Upon the return to normal prices for oil 
and coal or any favorable action by the 
State Legislature or the Public Service 
Commission it is to be expected that the 
market price of this stock will improve. 
Except during the year 1917, when the high 
was $134.62, the stock has never failed to 
reach 140 in any year since 1892. 

Conclusion 

The decline in the market price of this 

stock may be attributed chiefly to the fear 


that the dividend would be reduced rather 
than to the rising operating costs. This fear 


has not yet been realized. The company 
is in a position to continue its present div- 
idend payments by drawing on its surplus 
or by increasing the dividends of its con- 
trolled companies. 

The market for the stock has also been 
influenced sentimentally by the unfavorable 
factors existing as to utility stocks in gen- 
eral. The action of the People’s Gas Co. 
of Chicago in passing its dividends and the 
resulting decline in its market price also 
had a bad effect. But Consolidated Gas is 
not dependent entirely upon its gas depart- 
ment, as it draws large dividends from its 
electric lighting stock. 

As long as the war continues, the com- 
pany will face continued high operating 
costs and it is conceivable that its position 
may become such that it cannot maintain 
its present dividend rate. Investors have 
always favored this stock because of its re- 
markable dividend record of over 30 years 
and the stability of its earnings. The pres- 
ent situation is the most unfavorable in its 
history. Its conservative management and 
the many millions of its earning put back 
into the property without issuing stock, will 
aid in pulling it through this crisis. 

Investment Merit 

This stock can be regarded as an attrac- 
tive investment issue of merit and appears 
to be a reasonably safe purchase at its 
present price. Its 6% convertible deben- 
tures are among the highest grade utility 
bond issues on the market. At their present 
selling price they yield about 6% and haye 
some speculative possibilities through their 
convertible feature. 




















MARKET STATISTICS 


Dow Jones Avgs. 
20 Rails 
80.11 
80.63 
81.81 
82.45 
82.36 
82.31 
82.75 
84.08 
84.39 
84.32 
84.20 
83.81 


20 Inds. 
79.36 
80.51 
80.32 
81.30 
81.29 
81.82 
82.16 
82.21 
84.04 
84.03 
83.50 
83.35 


40 Bonds 
76.66 
76.70 
76.84 
77.14 
77.20 
77.29 
77.33 
77.51 
77.60 
77.71 


Monday, 
Tuesday, 
Wednesday, 
Thursday, 
Friday, 
Saturday, 
Monday, 
Tuesday, 
Wednesday, 
Thursday, 
Friday, 
Saturday, 


50 Stocks 
High Low 
69.03 68.38 
69.93 69.05 
70.59 69.54 
71.05 69.93 
71.59 70.43 
71.32 70.67 
72.08 70.95 
72.66 71.25 
73.36 72.06 
74.22 72.70 
73.48 72.77 
72.59 71.96 


Total Sales 
508,100 
922,200 
945,800 

1,087,100 

1,251,300 
538,800 

1,248,300 

1,184,500 

1,221,500 

1,724,500 

1,183,700 
475,800 


























Public Utility Notes 


These notes are a record of recent price-affecting FACTORS, and are not to be regarded 
as RECOMMENDATIONS to purchase or sell. 





AMERICAN TEL. & TEL.—Buys $25,- 
000,000 of Subsidiary’s Stock—The belief 
that the public would participate in the pro- 
posed issue of $25,000,000 stock by the N. Y. 
Telephone Co. was dissipated by news that 
the American Tel. & Tel. Co. will purchase this 
block and will retain it as a treasury posses- 
sion. In return for the stock the parent com- 
pany cancels a like amount of notes given by 
the New York Co. for funds advanced for 
construction purposes. 


BROOKLYN UNION GAS. — Subsid- 
iary Company Rate Hearing—A hearing 
was held May 2 before Public Service Com- 
missioner Hervey on the appeal of the Flat- 
bush Gas Co., the electric Light subsidiary of 
the company, from the order of the commission 
reducing electric rates. Counsel was given two 
weeks to file briefs. The company expects a 
big reduction in power sales during 1918, based 
on the effect of the ..ayiight saving plan and 
the loss of three of its biggest customers who 
consumed 484,000 in 1917. It is estimated 
that sales of power to a!! consumers would be 
approximately 4,721,000 k.w.h. in 1918, and 
4,803,000 in 1919, as against 4,856,000 in 1917. 


CHICAGO TELEPHONE—Company 
Needs of $2,500,000 Additional Revenue— 
The company’s request to city authorities for 
an extensive revision of telephone charges sets 
forth its needs of $2,500,000 additional revenue 
this year. Without any changes in rates the 
company would show a deficit of $800,000 to 
which sum must be added payroll changes, 
making in all $2,050,000, to which there should 
also be added an indefinite sum for higher 
costs of materials. Gross revenue was slightly 
less for the last half of 1917 than for the first 
half, and this falling off is continuing in 1918. 
The second half of 1917 showed a deficit of 
$397,205. 

COLUMBIA GAS & ELECTRIC OF 
W. VA.—To Supply Current to New Gov- 
ernment Nitrate Plant—A nitrate plant, re- 
quiring 35,000 kilowatts of electricity a day, is 
to be erected at Elizabethtown, Ohio, about 20 
miles outside Cincinnati, to have annual ca- 
acity of 55,000 tons of ammonium nitrates. 

he Union Gas & Electric Co. of Cincin- 
nati, operating subsidiary of Columbia Gas 
will supply electric current to the new plant. 
The Union Co. has just completed its modern 
steam electric generating station with initial 
capacity of 60,000 kilowatts and ultimate ca- 
pacity of 120,000 kilowatts. The price agreed 
to for electric current is said to be mutually 
advantageous to Government and company. 
Electric requirements would add approxi- 


mately $2,000,000 annually to Union company’s 
gross revenues. 

INTERBOROUGH RAPID TRANSIT 
—To Ask $36,000,000 of War Finance Corp. 
—The compan 
to the War 


probably will make application 
inance Corp. for approximately 
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$36,000,000 needed for the completion of con- 
struction work planned under the dual subway 
system. It has outstanding $160,585,000 first 
and refunding mortgage 5% gold bonds and 
has authorization to issue approximately $39,- 
436,000 more. Owing to the fact that these bonds 
are selling below par, authorization may be 
asked for an additional amount and the aggre- 
gate pledged with the War Finance Corp. for 
any advances which may be made. 


LOUISVILLE GAS & ELECTRIC— 
Answers City’s Gas Supply Suit—The com- 
pany in its answer to the suit of the city to 
contpel it to furnish an adequate s-ipply of gas, 
stated that the consumers hay > neld back $97,- 
967 claimed as being due them as rebates dur- 
ing the period of cold weather from last De- 
cember to February, when the gas pressure 
was below the legal limit of three ounces a 
square inch. A clause in the charter granted 
the company provides that consumers are en- 
titled to a rebate of 10% for each 72 hours 
during which the gas pressure is below normal. 
The company has entered a counter petition 
to enjoin the city from advising consumers 
not to pay their bills in full and from en- 
forcing the rebate clause. 


PEOPLES GAS LIGHT & COKE— 
Ask Government Aid in Financing New 
P:ants—The company has made application 
to the Government for aid in financing the 
construction of new coal gas plants which are 
expected to cost something like $20,000,000 at 
the start. No action is said to have been 
taken as yet on the request by Washington. 


PHILADELPHIA COMPANY—Subsid- 
iary Company Seeking Note Issue—The Du- 
quesne Light Co., one of the subsidiaries of 
the Philadelphia Co., is negotiating with bank- 
ers for the sale of a block of its 6% notes. 
The matter was taken up some time ago, but 
has not yet developed into a definite proposal. 
It is understood that $3,000,000 of the notes 
will be issued in the near future, with a possi- 
bility of a larger amount. The consent of the 
Capital Issues Committee will, of course, be 
obtained before any financing is undertaken. 


UNITED RAILWAYS OF ST. LOUIS 
—Capital Must Conform to Valuation—The 
passage and signing of the franchise ordinance 
requires that the company’s capitalization must 
be reduced to conform to a valuation of $60,- 
000,000. Before company accepts the ordinance 
it is desirable to know what capital value will 
be established by the State Public Service 
Commission and whether the commission will 
authorize an increase in fares. Pending the 
settlement of these issues holders of stocks 
and bonds are urged to turn over their securi- 
ties to reorganization committees which have 
been formed so that if it becomes necessary 
company’s capitalization may be reduced if 
the franchise bill is accepted. 
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Mining Stocks Which Are Not Cheap 


The Silver Twins, Ontario and Denbigh—Lawson of Baston 
to the Rescue—Digging Up the Ashes of the Past—Can 
These Veterans Return to Life? 





By VICTOR DE VILLIERS 





INTARIO Silver and Denbigh Sil- 
ver are now spoken of in the same 
breath through the spectacular 
advertising campaign by Mr. 
Thomas W. Lawson, the Boston operator 
who has taken a prominent part in similar 
campaigns in the past. His “Frenzied 
Finance,” his stock market campaigns in 
Amalgamated, Butte, Montana, and lesser 
lights, such as Bay State Gas, First Na- 
tional, Trinity, Yukon Gold, and Nevada 
Utah, no less than his own peculiar meth- 
ods of colorful advertising, have made him 
a considerable figure in stock market spec- 
ulation of the sensational kind. 

So when Lawson starts something in 
anything he has friends, enemies, knockers 
and boosters, and thousands of speculators 
ready to give him a hearing. His latest is 
a “silver campaign” which has brought 
such slumbering veterans as Ontario and 
Denbigh into the limelight. 


“Silver—the Coming Gamble” 


Under the above slogan, Lawson started 
a campaign in “silver’ by flooding the 
country with advertisements, letters, tele- 
grams, and a circular measuring 15 by 23 
inches. He believes, according to an earlier 
advertisement, that everything is going “to 
the devil” excepting Liberty Bonds and the 
silver stocks. In the latter connection he 
has chosen Ontario Silver and Denbigh 
Silver to lead the big boom, which, he pre- 
dicts, will soon be under way in this j group. 

So far, the Boston campaigner has been 
wrong if market quotations for the de- 
spised steels, coppers, equipments and rails 
mean anything. Any man can make mis- 
takes, and we do not propose scoring On- 
tario and Denbigh’s foster-godfather for 
this error of judgment. It would be better 
to examine the merits of these issues ex- 
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rancor and ex-hysteria, and see whether 
they have any element of the exceptional 
merit which Mr. Lawson claims they have. 

When two issues, dead for many years, 
are taken down from the pigeon-hole in 
spring, given a dusting, and after careful 
grooming presented to the public as the 
pick of all other issues for market profits, 
we feel that we would be wanting in duty 
to our subscribers to overlook such a golden 
—or rather silvern—opportunity. 

Let it be understood at the outset that 
Mr. Lawson is not directly campaigning 
Ontario Silver Mining Company except as 
an aid to Denbigh Silver. We understand 
that he is not identified with Ontario in 
any way, and one theory advanced for his 
keen interest in it is to create a Stock Ex- 
change following for both. The floating 
supply of Ontario being small and the is- 
sue well known, it was a shrewd move to 
drag in this old producer, literally by the 
heels. A tise in Ontario, through compar- 
atively small buying, would enable him to 
say, “I told you so. Now buy Denbigh.” 

There are many more meritorious silver, 
silver-gold, and copper-gold issues in the 
low-priced division on the curb markets 
which obviously possess better chances for 
the making of real mines than Denbigh. 
Some of them have been discussed recently 
in this section of THe MAGAzInE oF WALL 
STREET. 


Ontario Silver Once a “Whale” 


Ontario Silver has indeed been a wonder- 
ful producer in the past. Using the ver- 
nacular, it could once be described as “a 
whale of a property.” 

The property was one of the oldest silver 
mines in the United States, and the present 
corporation was formed as far back as 
1876. Located in the famous Park City 
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District of Utah, which has given the world 
some famous mines, noted for longevity 
and richness at profound depths, the On- 
tario mine with its 60 miles of workings 
and its 2,000-foot shaft produced $50,000,- 
000 in bullion, of which silver to the tune 
of 38,000,000 ounces predominated, be- 
tween 1876 and 1893. It disbursed around 
$15,00,000 in dividends in fifteen years, 
or an average of $1,000,000 a year. This 
total was exactly 100 per cent on its 15,000 
shares of $100 par value each. 

It paid its last dividend in 1902. Min- 
ing operations received a severe set-back 
several years ago when its deep workings 
were flooded as the result of a fire. Al- 
though spasmodic efforts were made by the 
company, and through leasers, to continue 
mining operations on a reduced scale, silver 
continued to decline to below 50 cents an 
ounce. The ore, which occurred in a great 
“pipe” and “chamber deposit” in limestone, 
showed an increasing zinc content and a 
lessening in silver values at depth. The 
shut-down which took place in 1905 was 
inevitable. 

Ontario had lived well, and died hard. 
The Hearst-Haggin-Daly interests took the 
bulk of their fortune from their old bo- 
nanza and were glad to sell it ultimately 
for a fraction of its former worth to the 
Bamberger interests, who now control. 


Expiring Under Protest 


But Ontario had no real intention of giv- 
ing up the ghost quite so easily, as events 
have shown. The Bambergers thoroughly 
believed that the mine was capable of re- 
storing itself to something of its old pris- 
tine glory at depth, and as silver, zinc ahd 
lead were commencing to show an upward 
trend at the end of 1915, it was decided to 
explore the further possibilities of the deep 
levels. ; 

Late in 1915 work was started below the 
1,500-foot level, the old workings were un- 
watered down to the 1,700-foot level, and a 
good deal of preliminary “cleaning up” 
took place from the 500-foot level down- 
ward throughout 1916. Part of these opera- 
tions, especially above the 900-foot level to 
the surface, were left to leasers and not at- 
tended to at the company’s expense. Ore 
shipments commenced and earnings of $500 
daily were reported. 
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The work was interrupted by the caving- 
in of an old shaft, and the further flooding 
of the lower levels, but re-timbering and 
unwatering was completed in the middle of 
last year. On the 1,600-foot level a prom- 
ising vein, showing 25 feet of good milling 
ore was encountered. This ore assayed 
from 15 ounces to around 120 ounces to 
the ton in rich spots. Large bodies of 15- 
ounce silver can be mined very prottably 
at $1 an ounce, if the Pittman price 1s to 
be continued. 

Late Developments 

The earnings for 1916 showed an oper- 
ating deficit of $953, while the net earnings 
for 1917 showed a profit of $64,681, equiv- 
alent to 43 cents a share. The latest avail- 
able statements of the March and April 
earnings, shows an operating profit of $50.- 
000 and $70,000 respectively. If such 
earnings could be maintained throughout 
the year the equivalent would mean over $4 
annually, or 40 per cent on the current 
market price around 10. It is unlikely, 
however, that they can be maintained. 
The marketing campaign has been accom- 
panied by rumors that the stock might be 
placed on a 50-cent quarterly basis, which 
would require net earnings of $25,000 
monthly. It seems too much to expect un- 
der present conditions, and presupposes too 
confidently the permanent maintenance of 
silver on a dollar basis. Dollar silver is 
a war price, and the war must end some 
day. 

President Bamberger has reported that “a 
large cash balance is being maintained to 
meet the requirements of plant betterment 
and the possible erection of a mill.” He 
continues: “The directors feel, however, 
that this balance is sufficiently large, and 
have concluded that if earnings continue 
as they have in the past few months con- 
sideration should be given to dividend dis- 
bursements.” 

The word “if” is a little one, and also a 
big one in its possibilities of turning the 
trick intended, the wrong way. A mill can- 
not be built in a day, and its cost would 
apparently be prohibitive if dividends are 
seriously contemplated. Working a mine 
at profound depths, under exceedingly un- 
comfortable working conditions, while 
searching for primary deposits, is a very 
expensive undertaking. Although the com- 
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pany’s current assets at the end of 1916 
were about $600,000, of which about one- 
half consists of bonds carried at their par 
value, the company will have to earn many 
more monthly profits of $50,000 before it 
can conservatively pay dividends, and at 
the same time think of mill construction. 

According to the 1916 balance sheet, the 
liquid assets total $311,620, which is equiv- 
alent to $21 a share, and if the company 
were to liquidate, the shareholders would 
probably receive the current market value 
or more for their holdings. But the com- 
pany has no intention of liquidating and 
the assets are being reinvested in a highly 
speculative undertaking. 

There are mining stocks showing a 
higher comparative asset value selling well 
below Ontario Silver which have been able 
to roll up splendid profits on the average 
price of 58 cents for silver, which prevailed 
during the ten year pre-war pericd. One 
of these is Tonopah Mining, discussed in 
our April 27 issue, a company which is still 
paying dividends. ‘Tonopah Mining has, 
like Ontario Silver, paid $15,000,000 in 


dividends, or 1,500 per cent on par, and its 
asset value is around $6, compared with a 


selling price of 3. An exchange from On- 
tario into Tonopah Mining on a basis of 
three of the latter for one of the former 
would give the holder the advantage of 
participating in any silver boom which Mr. 
Lawson is so sure of. Each point advance 
in the Tonopah issue would be equivalent 
to three points in Ontario. 
Conclusion 

The prospects for Ontario Silver. are 
based on the possibility that it will “come 
back” at great depth, and that silver will 
sell at a dollar an ounce for several years 
The failure of either of these contingencies 
will be fatal to the hopes of its sponsors. 
Assurances of this dual condition prevail- 
ing are lacking. 

Mines whose ores have been “gutted” 
do not often come to life. The cost of 
restoration is very seldom justified, on the 
basis of commercial results. The money 
invested in such propositions should be put 
to work in newer companies, offering more 
stability and greater satisfaction ultimately. 


Denbigh—the Running Mate 


The Denbigh Silver-Lead Mines of Col- 
orado have been described by Mr. Lawson 
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in his circular, and we quote from him as 
follows: 


In “Silver” I found a mine much better 
situated than Anaconda. Denbigh had 
been a great success. In old days it had 
made everyone connected with it rich and 
at the time of the shut-down, when the 
price of silver dropped out of sight and 
the mine flooded, it was thought to be one 
of the richest silver mines in the world. 
I found it in the hands and control of an 
old conservative stock exchange house 
which had gone into it because another 
stock exchange house had had it so thor- 
oughly examined that it was about to 
float it on a capitalization five times its 
present one of a million dollars; I found 
its stock for my purpose ideally situated. 
200,000 of its million shares were in the 
treasury, 800,000 in the hands of the own- 
ers who were willing to accede to my plans 
of keeping 400,000 shares on sale in the open 
market for the consumption of my follow- 
ers and the public, at the bottom price of 
$2 to $3, until it was all sold to the public, 
regardless of the temptation to let the 
price soar—after my advertising had 
brought my followers in by the hundreds 
from all over the country. And who were 
willing to make such terms on the other 
400,000 as would give me millions of 
profits if my plans for consolidation were 
successful. And better than all, I found 
after careful examination that in all prob- 
ability the mine, regardless of consolida- 
tion, or reorganization of any sort, would 
justify a price of five to ten times what 
the public would be allowed to pay. 


This advertisement drew a following, and 
from under a dollar the shares rose to 
around 2%. They dropped subsequently 
to around 1, and are now inactive and sel- 
dom quoted. In this connection, the pre- 
dictions contained in the following state- 
ment, taken from the circular, have not ex- 
actly materialized: 


The “Street” knows how, with my first 
“Gambling” advertisement, the public 
flocked to buy Denbigh, the market of 
which is the Boston Curb, and yet so 
great was the rush tens of thousands of 
shares were sold daily upon the New York 
Curb, where it was not listed. It is safe to 
say there were more hundreds of stock- 
holders from all sections of the country 
made in the first week’s trading than in 
any other flotation during the past year, 
and but for the fact that the owners of 
the 400,000 shares stood up to their word 
and day after day kept any part of 400,000 
shares on sale at the bottom, it would 
have soared over $10. 

The market situation is now ideal. The 
public in great numbers are aboard and 
all at bottom. No one’s purchase shows a 
loss. The mine is making a good showing 
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picking up the veins and opening rich ore 

and I am working overtime sorting over 

the scores of offered properties. 

The public has failed to “bite” at the 
delectable morsel so alluringly presented, 
and still fights shy in spite of the followmg 
further statement on the part of its sponsor: 

Just in time to scribble the above and 
get it to the printer, I received word that 
people with some knowledge of the 
progress of my silver consolidation work 
are about to scoop the floating Ontario. 

While it is no affair of mine who buys or 

sells Ontario, I dislike to have my work 

started half-cocked; hence the above. 

Taken in conjunction with the fact that 
Mr. Lawson is not identified with Ontario 
directly or indirectly so far as we have been 
able to discover, this statement should be 
taken with reserve. It will be observed 
that Mr. Lawson speaks of a “consolida- 
tion,” while the suggestion regarding On- 
tario is indirect. 

The “alarm” was lost on the market, so 
far as Denbigh was concerned, for the 
shares were then and are still in the dol- 
drums. 

The property, which was acquired from 
the Terrible Dunderberg Mining & Power 
Company of Colorado, is a 1913 consolida- 
tion of two old mines known as the “‘Ter- 
rible Dunderberg” and “Brown,” situated 
on 44 patented claims, comprising 300 
acres in the Silver Plume District, Clear 
Creek County, Colorado. 

The mines were acquired from the former 
owners under a lease and option which will 
expire in 1926. The bond stipulates for a 
purchase price of $250,000, and provides 
that Denbigh shall pay a royalty of 20 per 
cent on the net smelter returns, which latter 
will apply on the purchase price. 

The mines were formerly worked for 
forty years and have a production record of 
about $10,000,000, mostly from high grade 
silver-lead ore. ‘The ores carry gold, sil- 
ver, lead and zinc in a fissure-vein, and it 
is said that each mine has an ore shoot 250 
feet in length. 

Ore Reserves and Development 


During an examination of the properties 
in 1913, the values per ton were said to run 
from a negligible amount to over an ounce 
in gold, and from 10 to 200 ounces of sil- 
ver, but we have been unable to find au- 
thentic proof of this. The mines yielded 
an income of about $3,000 in 1915, and the 


company is now engaged in enlarging and 
remodeling the small mill with which the 
property is equipped, at an expense of $50,- 
000, to a 300-ton daily capacity. The 
equipment in other respects appears to be 
sufficient for mining on a small scale. The 
property has a tunnel with seven levels 
above and seven below, reached by an in- 
cline shaft 480 feet in depth, which paral- 
lels the vein. 

Since the new management took hold, 
five shipments were made in 1916 totaling 
around 50,000 pounds of concentrates. 
Three of these averaged $60 to the ton, and 
the other two shipments about $180. 

A winze 70 feet below the deepest work- 
ing is said to be in $50 ore the entire 
length of the vein, and the management 
claims that the property still has about 
100,000 tons of $10 ore. This includes a 
large quantity in the “Big Slide in Brown 
Gulch,” so called by the old-time miners 
through a snow slide which carried a large 
pile of ore valued at $300,000 from the 
Brown workings down the hill into the 
gulch below. 

The reserves consist largely of low grade 
ores in the old dumps, while the Fenton 
Lode, in the Terrible Dunderberg mune, 
which was the former big producer from 
which the 1916 shipments were made, has 
ores from which the concentrates were ob- 
tained, yielding 300 ounces of silver and 
15 per cent lead a ton of concentrates. 


Conclusion 


Denbigh’s 1,000,000 shares, selling nom- 
inally between 1 and 2, assume a valuation 
of $1,000,000 to $2,000,000 on a property 
sold recently for $250,000. This premature 
ten-fold pyramiding of values on hysteria 
does not augur well for the investor. The 
mine is still a development, if not a pros- 
pective mining proposition, and it certainly 
looks risky for anyone to recommend the 
shares with so much confidence, for double 
their par value, or to predict still higher 
figures later. 

The shares are much out of line with 
Canada Copper, Tonopah Extension and 
Tonopah Mining, selling around the same 
levels, and discussed recently in these pages. 
A buyer and holder of Denbigh is taking a 
long chance on the strength of Mr. Law- 
son’s “say-so.” He has been wrong fre- 
quently. 











Mining Notes 


These notes are a record of recent price-affecting FACTORS, and are not to be regarded 
as RECOMMENDATIONS to purchase or sell. 





AMERICAN ZINC—Profit for First 
Quarter $378,000—The operating profits of 
Company for the first quarter of this year 
were $378,000. An allowance of $180,000 for 
depreciation and depletion has been made, 
bringing the final balance down to $198,000. 
Company is steadily improving its financial 
position and has reduced its notes payable 
of $600,000 on Dec. 31 last to $400,000. Of 
this $300,000 is due local banks and $100,- 
000 represents a note not yet due on account 
of settlement with the Minerals Operation 
Co. The depressing feature of the whole 
industry is the large accumulation of 62,000 
tons of unsold product. The large stock of 
unsold material sentimentally depresses the 
whole spelter market. The decision of the 
Government to furnish no cars for imports 
of Mexican spelter, however, will help to 
improve matters somewhat. 


ANACONDA—Earned 29.44% in 1917— 
The labor disturbances, strikes and walk- 
outs, instigated by the I. W. W. and in ef- 
fect through the summer of 1917 and well 
into the fall of the year, diminished the out- 
put and increased the cost of operation. 
The total revenue exceeded $158,000,000, 
the balance for dividends of $34,333,752 was 
The net 


$16,494,620 below the 1916 figures. 
income was equal to 29.44% on the stock, 
compared with 43.60% in 1916. The company 
spent $9,066,389 for investments in securi- 
ties of other companies, and the purchase of 


Liberty Loan Bonds. The principal purchases 
were 28,740 shares of Butte Copper & Zinc 
Co., 50,900 shares of Inspiration Consoli- 
dated Copper Co., 2,700 shares of Greene- 
Cananea Copper Co., United States Gov- 
ernment 3%% gold bonds, First Liberty 
Loan, $922,500, United States Government 
4% gold bonds, Second Liberty Loan, $3,- 
628,100. Of the subscription to the 4% 
bonds, $7,328,000 remains unpaid as of Dec. 
31, 1917. 

BUTTE COPPER & ZINC—First Quar- 
ter Report—The company reports $226,716 
total net profits for quarter ended March 31, 
1918, one-half of which is available for the 
Anaconda Copper Mining Co., which operates 
Butte Copper & Zinc Co. under terms of 
a lease. Manganese ore shipments are 200 
tons daily and the company is getting better 
prices for its products. Zinc production is 
about 100 tons a day. Manganese ore ship- 
ments from Jan. 1, 1918, to March 31, totaled 
about 8,300 long tons. 

BUTTE & SUPERIOR—April Produc- 
tion—Wins Mineral Separation Suit—The 
output was 14,100,000 Ibs. of zinc for April, 
ore mined 45,500 tons, mill recovery 92%, 
compared with 15,000,000 Ibs. of zinc, 48,000 
tons ore mined and 94% mill recovery in 
March. Silver production in April was 250,- 
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000 ozs., compared with 285,000 ozs. in March. 
U. S. Circuit Court of Appeals has reversed 
the decision of the Federal District Court 
of Montana in favor of the Minerals Separa- 
tion Co., Ltd. Case remanded with instruc- 
tions to dismiss the bill. Minerals Separa- 
tion estimated that the profits which Butte 
& Superior had received from the use of the 
so-called flotation process approximated 
$10,000,000. Attorneys for Minerals Separa- 
tion stated that every effort would be made 
to carry the case up to the United States 
Supreme Court. 


CERRO DE PASCO COPPER—Now 
Has no Outstanding Bonds—'’The company 
has outstanding approximately 918,000 shares 
of stock and no bonds. The last of the 
original $10,000,000 bonds was retired re- 
cently. About $6,927,000 bonds were con- 
verted into stock. The elimination of the 
funded debt does away with interest 
charges, but a more important factor is the 
relief which the company gets from sinking 
fund charges of one-third the net profits each 
year while the bonds were outstanding. 

CHIEF CONSOLIDATED—Net Profit 
of $427,637 for 1917—The total shipments of 
this company for the year 1917 were 59,950 dry 
tons, classified as follows: Silver-lead ores, 
45,231; dry ores (ne lead or copper), 13,666; 
zine ore, 830; zinc-lead ore, 223 dry tons. 
The average gross value per ton of all ores 
was $40.12. Smelting, freight, sampling, 
etc., cost $14.19, making the average net value 
per ton $25.93. The net yield from ores 
shipped was $1,554,714.46 after the payment 
of smelting, transportation and sampling 
charges, and the net profit was $427,637.46. 
Receipts during the year were $2,057,840.61 
and disbursements $1,795,446.95, leaving a 
balance on hand Jan. 1, 1918, of $262,393.66. 
Among liabilities were included $102,925.09 
for depreciation on machinery and equip- 
ment and $141,428.27 reserved for taxes. 


DAVIS-DALY COPPER — Operations— 
Unofficial estimates say Davis-Daly has 
now blocked out in its Colorado mine ap- 
proximately 300,000 tons of ore on 1,400, 
2,300, 2,400 and 2,500 foot levels. Expected 
cross-cutting on the 2,100-foot level will cut 
the Hesperus vein within 60 days and the 
“1912 vein” within a month. There has 
been a decided improvement in ore showing 
at the Hibernia mine within the past four 
days and water flow has been caught up. 


HANCOCK CONSOLIDATED—Annual 
Report—For 1917 receipts were $1,142,453 
and disbursements of $1,110,961, leaving bal- 
ance of profits $31,491. The sum of $77,- 
096 was marked off for depletion of min- 
eral deposits from reserves established for 
the same. During the year there were 
stamped 302,725 tons of rock resulting in 
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4,005,882 pounds of refined copper, an in- 
crease of 1,180,948 pounds over 1916. Grade 
of rock averaged 13.22 pounds per ton. The 
company received an average price of 28.23 
cents for its copper. 


ISLAND CREEK COAL—Earned $4.50 
a Share on Common in First Quarter—The 
Co. in the first three months of this year 
earned, after all charges, a total of $616,- 
496. This is equal to $4.50 a share on the 
common for the period. Tonnage sold in 
the three months to March 31 last totalled 
446,099, approximately equal to that of the 
same three months a year ago, while output 
of 413,364 tons represented a decline of ap- 
proximately 50,000 tons. Island Creek is 
still working on business taken last year 
prior to the fixing of the present prices for 
coal. It will be some time in July before 
it is working on prices established by the 
government. 


JIM BUTLER—Net Earnings of $483,675 
for 1917—The company produced 40,297 tons 
of ore yielding 116,169 ozs. gold and 1,017,- 
945.80 ozs. of silver with a gross value of $1,- 
052,600.67. The net earnings were $483,675.71, 
which exceeded 1916 by nearly 50%. The 
total net was $512,380.29. The tonnage of 
mill ore handled was 6,192 less than.in 1916, 
but the average grade was higher, which, 
combined with the higher price of silver 
more than compensated for the increased 
costs and reduction in tonnage. Its balance on 
hand on Sept. 30, 1917, was $485,982.02. 


KENNECOTT—Earned $4.14 in 1917— 
The increased costs for materials and less 
efficiency from labor resulted in a poor 
showing by the company in 1917. Surplus profits 
available for dividends after the deduction 
of all charges and taxes amounted to $11,- 
545,419, a decrease of $16,116,294, compared 
with 1916. The increased cost of all ma- 
terial and supplies, the higher wage scale 
and decreased efficiency in labor have all 
had a marked effect on the manufacturing 
cost of production. On the other hand, due 
to government action in fixing the price of 
copper at 23% cents a pound the company was 
unable to realize price for its production com- 
mensurate with the advanced cost of sup- 
plies, raw materials and labor. 


MINERALS SEPARATION—Declares 
Initial Dividend—The equivalent of $2 per 
share will be paid as initial dividend on 
its stock on May 29. The disbursements 
will be made chiefly in Liberty bonds 
to the extent of over $1,000,000, while cash 
will be utilized in making payments on 
fractional holdings. There are 500,000 shares, 
no par. Of the $2 distribution $1.50 per 
share will be paid out of capital assets of 
the corporation and 50 cents per share will 
be distributed from earnings for the year 
ended Dec. 31, 1917. The company was organ- 
ized a year ago to take aver the patent 
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rights of the Minerals Separation, Ltd., of 
London, formerly held by a syndicate. The 
parent company owns about 65% of the 
American concern’s stock. 


MOTHER LODE—Purchase by Inter- 
est Identified with Kennecott Copper Co.— 
Prominent interests identified with the 
Kennecott Copper Corp., according to re- 
ports in the financial district, have secured 
a controlling interest in Mother Lode. The 
deal, it was said, will involve the formation 
of a new company to assume control of the 
company and new securities are to be issued in 
place of its stock and bonds. The difficulties 
in the. past have been lack of capital and 
facilities to properly work and develop its 
mines. It is located immediately adjacent to the 
well known Bonanza mine of the Kennecott. 


NIPISSING MINES—1917 Earnings— 
For the year ended Dec. 31, 1917, shows 
net income of $1,814,768, equal to $1.51 a 
share on its stock, as compared with $1.50 
earned in 1916. 4,212,000 ounces of silver 
were produced. Net receipts were approxi- 
mately $2,700,000. The yearly average price 
at which silver was sold was 83.19 cents per 
ounce at Cobalt, which was nearly 2 cents 
an ounce higher than the New York yearly 
average quotation. Although the cost of 
labor, material and supplies increased con- 
siderably the cost per ounce of silver pro- 
duced, viz., 25.117 cents, was only about 1 
cent higher than in 1916. Known ore re- 
serves show a silver content of about 8,- 
100,000 ounces. 


OLD DOMINION—April Output De- 
creases—Operating Profit of $2,376,509 for 
1917—The operating profits before allowing 
for depreciation, taxes, etc., was $2,376,509, 
equivalent to approximately $8 per share on 
the 297,071 shares outstanding. After de- 
ducting depreciation, depletion and ~state 
and federal taxes, the balance of $1,221,264 
was equal to $4.11 per share. Total income 
was $8,635,171;-expenses, $6,258,662; operat- 
ing profit before depreciation, etc., $2,376,- 
509; state and federal taxes, $571,517; de- 
preciation of plants, $319,874; provision for 
depreciation of mines, $263,852; surplus for 
year $1,221,264; previous surplus, $367,586; 
combined net surplus, $5,607,894; total $7,- 
196,745; dividends paid, $2,376,262; surplus, 
$4,820,483. 


SHATTUCK ARIZONA—Operations in 
First Quarter—During the first quarter 2,- 
294,456 pounds of refined copper was pro- 
duced all of which has been sold on old 
contracts. All of the quarter’s production 
had been sold to the Government at 23% 
cents a pound, except 1,859,961 pounds 
which were inventoried at 15 cents. Metal 
recoveries were 2,717,075 pounds of copper. 
217,643 pounds of lead, 27,618 ounces of 
silver, and 267 ounces of gold. Ore mined 
was. 24,416. dry tons. 











Texas Company's Great E:xpansion 


Capital Stock Has Been Increased 400% in Past Seven Years 
But Earnings Have More Than Kept Pace—Strong 
Financial Condition 





By FREDERICK LEWIS 





EW companies have been able to 
show the growth that the Texas 
Company has registered in the 
last seven years. From a more 

or less modest beginning it has developed 
into one of the most important factors in 
the oil industry of this country. 

Starting primarily as a pipe line and 
distributing concern, it has expanded to 
practically every other branch of the oil 
industry. Its producing properties are lo- 
cated in the biggest oil fields in the coun- 
try, its most important holdings being in 
the Texas, Oklahoma, Louisiana, Kansas, 
Wyoming and Mexico. The company’s 
total oil production at the present time is 
over 40,000 barrels daily, and possibilities 
are that this will be materially increased in 
the near future. Last October, for exam- 
ple, the company completed a well in the 
Big Muddy field which was good for 1,000 
barrels a day, and other similarly large 
wells are expected to come in from time 
to time. 

Property 


Refineries of the company now have a 
capacity of 70,000 barrels daily. They are 
located at Port Arthur, Port Neches, Dal- 
las, Tulsa and Lockport. The distributing 
machinery of Texas Company has kept 
pace with the growth in other lines. The 
company’s fleet now consists of vessels with 
a total carrying capacity of 122,800 tons 
dead weight. Tank cars owned and leased 
total 2,970. There are 14 ocean terminals 
and 679 sales stations in the United States. 

The Texas Pipe Line Co., a subsidiary, 
owns and operates 829 miles of eight-inch 
and 586 miles of six-inch pipe lines, and 
the Texas Pipe Line of Oklahoma owns 
and operates 495 miles, a total for the two 
companies of 1,910 miles. 


Earnings Conserved 


The accompanying graph gives a good 
idea of the great strides forward that the 
company has made. It will be noted that, 


in spite of a liberal dividend policy, a 
large proportion of the earnings have been 
put back into the property. 

Texas Company’s program of expansion 
has been financed in part by its surplus 
earnings, and in part by the issuance of 
additional stock from time to time, stock- 
holders having been given the privilege of 
subscribing at par. 

Stock Increases 

On June 30, 1910, the outstanding stock 
was increased from $18,000,000 to $27,- 
000,000 by the payment of a 50 per cent 
stock dividend. July 1, 1913, it was in- 
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creased to $30,000,000, the additional 
stock being used tg pay for additional 
property acquired. January, 1916, the out- 
standing stock was increased to $37,000,- 
000 by the sale of $7,000,000 to stockhold- 
ers at par. March, 1916, there was a fur- 
ther increase to $44,400,000 by the sale of 
$7,400,000 to stockholders at par. Novem- 
ber, 1916, $11,100,000 new stock was sold 
to stockholders at par, making $55,000,000 
outstanding, and in July, 1917, the stock 
outstanding was increased to its present 
figure of $69,375,000 by the sale of $13,- 
875,000 to stockholders at par. 

It can be seen, therefore, that since 1910 
the capital stock was increased from $18,- 
000,000 to $69,375,000, an increase of 
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nearly 400 per cent. For all but $12,- 


000,000 of this increase the company re- 
ceived $100 a share cash; for $3,000,000, 
additional property was acquired, so that 








TABLE I. 
TEXAS COMPANY. 


Earnings on Stock and Dividends Paid. 
Years Ended June 30. 


*Based on stock outstanding each year. 
tAlso a stock dividend of 50%. 








only $9,000,000 was not represented by an 
equivalent increase in assets. This 
$9,000,000, as already noted, was given to 
stockholders in the form of a dividend. 


Assets Behind Stock 


In the last seven years, however, about 
$39,000,000 has been put into the property 
from earnings so that the asset value per 
share of stock is now higher than it was 
in 1910, in spite of the big increase in the 
number of shares outstanding. 

On June 30, 1917, tangible assets of the 
company were equal to $172 per share of 
capital stock. The company has no bonds 
or other debts except current accounts pay- 
able. Working capital June 30, 1917, 
stood at the imposing figure of $66,261,- 
682, or $11,000,000 more than the par 
value of the stock outstanding on that 
date. In other words, the company has 
liquid assets in the neighborhood of $110 
per share. 

Earnings 

The last statement of earnings issued by 
the company covers the five months ended 
November 30, 1917. Surplus available for 
dividends was $11,539,244, after deducting 
a $4,143,127 provision for taxes. This is 
equal to 16.6% on the $69,375,000 capital 
stock, which is at the rate of nearly 40% 
per annum. 

It is interesting to note how profitable 


an investment Texas Company stock was 
for those who bought it eight or nine years 
ago. The stock could have been purchased 
in 1910 at around 150 a share. The pur- 
chaser of 100 shares at that time would 
have increased his holdings, if he took ad- 
vantage of the “rights” offered from time 
to time, as follows: Stock dividend of 
50% increased holdings to 150 shares. 
Rights to subscribe to new stock at par to 
date, increased holdings to 346 and a frac- 
tion shares, for which $197 a share was 
paid in cash. Total cost of the 346 shares, 
therefore, was $34,700 as compared with a 
present market value of about $53,600, an 
increase in the value of the original invest- 
ment of $18,900 or 120% without taking 
into account the dividend payments. 

At present prices of around 152, the 
stock, which is now on a 10% dividend 
basis, yields about 642%. With earnings 
running at the rate of nearly four times 
the present dividend, and with the com- 
pany in strong financial condition it is rea- 
sonable to expect that stockholders will re- 
ceive additional benefits. In the past 
these have taken the form of valuable 
rights. Valuable rights may again be 
given or possibly extra dividends. 


Attractive Possibilities 


The Texas Company has undoubtedly a 
property that is capable of great further de- 
velopment, and the stock looks like an at- 
tractive business man’s investment. Its 
producing properties have brought in many 








TABLE II. 
TEXAS COMPANY. 
Price Range of Stock. 


*Up to May 15. 








excellent wells, and should the company 
continue to have equally good success in 
further development work, a continued in- 
crease in earnings is to be expected. 














Oil Notes 








These notes are a record of recent price-affectiig FACTORS, and are not to be regarded 
as RECOMMENDATIONS to purchase or sell. 





INDIAN REFINING—Voting Trust 
Ends With Payment of 7% Notes—The 
final $793,000 2d mortgage 7% notes of 
1913 were paid off May 1 and accordingly 
the voting trust agreement, under which 
assenting common stock was held pending 
this event, terminated. The certifi. of stock 
are now being given in exchange for the 
trust certificates on presentation at the 
Lawyers Title & Trust Co., 160 Broadway, 
N. Y. City. It will be necessary for holders 
to make the change in order to obtain divi- 
dends declared upon the stock now repre- 
sented by voting trust certificates. 


MEXICAN EAGLE OIL—Conversion 
Privilege for First Mortgage 6s, Extended 
—The company gave notice of an extension 
of time from July 1, 1918, until June 30, 
1920, for the conversion of its 6% first 
mortgage bonds into common stock at the 
rate of one share of $10 Mexican currency 
for every principal sum of £3 represented 
by the bonds. The company will also sus- 
pend until July 1, 1920, its right to pay off 
all outstanding bonds at 110. 


OKLAHOMA PRODUCING & RE- 
FINING—Authorized to Do Business in 


Texas—The company which has a capital 
stock of $25,000,000, has been granted a 


permit to do business in Texas. It is in- 
corporated under the laws of Maryland. It 
will make its Texas headquarters at Fort 
Worth and has already opened offices here. 
It plans to enter the Texas oil producing 
industry on a large scale, it is said, and will 
construct a refinery here. 


ROYAL DUTCH PETROLEUM—Sub- 
sidiaries Doing Largest Business in Their 
History—It was stated on May 11, 1918, 
that Royal Dutch Shell Companies, the 
Shell Co. of California, and the Shell 
Transport & Trading Co., subsidiaries of 
the company are doing the largest vol- 
ume of business in their history. The 
shareholders will receive on May 31, pay- 
ment of the second interim dividend, equal 
to $2.40 a share, making about $4.50 a share 
distributed since January, 1918. Royal 
Dutch shares are quoted in Amsterdam at 
550 guilders, which is equal to $89.50 an 
\merican share at the present rate of ex- 
change. The British Government has re- 
quisitioned Royal Dutch shares in the 
London market at the rate of 560 guilders, 
which is equivalent to approximately $90 
an American share. Production in all fields, 
for 1917 was 35,806,379 barrels, compared 
with 35,400,000 barrels in 1916. Output in 
1915 amounted to 27,400,000 barrels. Higher 
prices were received for all grades. 


SAPULPA REFINING—Shipments 


Show Increase—Shipments of refined prod- 
ucts by the company show a substantial in- 
crease over those of the last™few months. 
Gasoline and other refined oils are now be- 
ing marketed at a normal rate, and earnings 
are running favorably. This condition is 
common with the refining companies in the 
mid-continent field. They were badly tied- 
up during the Winter months on account 
of freight congestion, and large supplies of 
refined products were stored. These sur- 
plus stocks are now being sold freely. Drill- 
ing operations on its acreage in Oklahoma 
and Kansas is proceeding satisfactorily. 


SINCLAIR OIL & REFINING—Report 
—Surplus available for dividends in the six 
months ended December 31, 1917, totaled 
$3,097,008. The $561,268 surplus income re- 
turned in the March quarter brought total 
profits applicable to dividends for the first 
nine months of the fiscal year up to $3,658,- 
276, or $3.65 a share. At the rate that 
earnings ran in the March quarter, surplus 
income for the full twelve months ended 
June 30 next ought to total $4,219,546, or 
$4.21 a share. In 1917 Sinclair was not con- 
fronted with big Federal taxes and heavy 
charges for depreciation and depletion nor 
were operations interrupted by traffic con- 
gestion. 


STANDARD OIL OF CALIFORNIA— 
Prices Advanced—An advance of 25c. a 
barrel in prices for all grades of crude oil 
in the San Joaquin Valley, Ventura county 
and Whittier-Fullerton and Santa Maria 
fields was put into effect. 


TIDEWATER OIL—Net Decreases 
During Year—The company reports for 
December 31, net earnings of $6,986,451, 
compared with $5,489,345 in the preceding 
year. The consolidated income account 
shows Tidewater stockholders proportion 
of net income $8,854,040, compared’ with 
$11,022,707 in the preceding year. The 
capacity of the plant has been approximate- 
ly doubled in all departments except that 
of burning oil. A new concrete barrel 
factory with a capacity of 4,000 bbls. per day 
has been put up to replace the wooden 
factory of 2,500 bbls. per day capacity, 
which burned in 1912; and the filtering plant 
has been increased from 6 to 60 filters. 
Cash dividends aggregating 19%, amount- 
ing to $6,060,656 were declared and paid and 
a stock dividend amounting to $2,900,000 
was distributed by the company in 1917. 


VACUUM OIL—To Move Transfer Of- 
fice to New York City—The company on or 
about May 16 will move its main office from 
Rochester to 61 Broadway. The transfer 
office will also be brought to New York. 
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Lima Locomotive— 


Cinderella of the 





Kquipments 


War Orders Not Wanted—From Penury to Affluence in Three 
Years—Will Publicity Prove to Be Its Prince niiennnadd 





By BERT L. 


CURIOUS side-light upon public 
appraisement of stock values ap- 
pears when one examines the 

meee) =ocarnings and recent developments 
in the affairs of the smallest, yet the third 
largest locomotive concern in the United 
States. 

Selling around $45 a share, current earn- 
ings applicable to the common stock have 
been variously reported at anything between 
$35 to $45 a share. More cautious inter- 
ests in very close touch with the affairs of 
the company suggested to the writer the ad- 
visability of marking down unofficial esti- 
mates, and intimated that between $30 and 
$35, after taxes, would be the safer pre- 
diction. But even this showing of around 
65 per cent on the market price is suf- 
ficiently remarkable; and we hope that the 
higher estimates of some of our financial 
contemporaries may prove our figures to 
have been too conservative. 

If they are less sensational than those 


GOODRICH 


A Venerable Concern 


Founded in Lima, Ohio, in 1872, few 
details are available during the first twenty 
years of local fame which the little com- 
pany enjoyed as a manufacturer of small 
engines used in mountainous countries, 
logging, lumber and mining camps. In 
1892 the Lima Locomotive and Machine 
Company, its first corporate successor, took 
over the business and laboriously built it 
up until its successor, the Lima Locomotive 
Corporation, chartered in 1912, took 
charge, which latter was itself superseded 
finally by the present Lima Locomotive 
Works, Incorporated, which came into ex 
istence in 1916 with a Virginia charter. 

Like an artist that starves until he can 
commercialize his talent, the Lima com 
panies while manufacturing engines which 
enjoyed a Tiffany reputation, yet starved 
financially on local admiration. 

While the Lima companies turned out 








LIMA LOCOMOTIVE & MACHINE CORPORATION 


Net Earnings Applicable to Interest, 
1908 
$306,990 


1905 1906 1907 
$184,135 $299,800 $476,882 


_- 


After Depreciation Charges 


1909 1910 
$110,939 $322,208 


1911 
$257,500 








—— 


published recently, the company has itself 
to blame for hiding its light under a bushel, 
or rather under its engine sheds out in the 


Middle West. It has always been a Cin- 
derella to the press-agent and it will be 
interesting to introduce a Prince Charming 
in the guise of Publicity. We believe, 
however, that Cinderella will be the last 
person to feel flattered. 


sturdy, Shay engines, the more 
profitable ‘“Mikados,” “Switches” and 
“Mallets” were left to more ambitious, 
powerful rivals, the American Locomotive 
Company and the Baldwin Locomotive 
Works. 

The insignificant financial result of its 
policy is apparent from the lean earnings 
figures of the Lima Locomotive and Ma 


their neat, 
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chine Company, its first corporate succes- 
sor, from 1905 to 1911. During this period, 
net earnings available for interest charges 
were: 1905, $181,135; 1906, $299,800; 
1907, $476,882; 1908, $306,990; 1909, 
$110,939; 1910, $322,208; 1911, $257,500. 
While further details are lacking, a 1912 
bond offering of $2,000,000 indicates cir- 
cumstantially that stockholders must have 
gone hungry as regards dividends during 
these years. 
Reorganization and Financing 

The Lima Locomotive Corporation came 

to the rescue in 1912, with a capitalization 


of $4,000,000 of common stock, $2,000,000 
of 7 per cent cumulative preferred, and 


appears to have floundered along passably 
well, as the preferred issue was placed on 
a dividend basis in March, 1913. That 
such declaration was altogether optimistic, 
and probably to give its first mortgage 
bonds an “investment” rating, is fairly evi- 
dent from the income accounts for 1914 and 
1915, shown in the table. Stockholders 
must have felt that the 1914 net loss of 
$27,607 followed by the 1915 higgardly 
profit of $24,586 was merely another false 
start, which the corporation had probably 
accustomed them to by diligent training for 
several years. 

Meanwhile the Corporation was serenely 
producing its Tiffany-like locomotives, but 
on a bigger and broader scale as war de- 

















1915 Plant of the Lima Locomotive Corporation 





$2,000,000 6 per cent first mortgage bonds. 
This disclosed a probable indebtedness at 
this time sufficient to absorb the bulk of 


earnings in interest charges alone. ‘The 
share capitalization was evidently based 
upon hope rather than earning power, since 
its $120,000 annual interest burden de- 
ducted from its seven year average earnings 
of $280,000 would barely leave sufficient to 
pay the preferred dividends by a margin of 
$20,000, and less than 50 cents a share as 
earnings on its $100 common stock, without 
deductions for taxes, depreciation or sur- 
plus. The gap between the common stock 
expectations, and daylight for its owners, 
must have been wide indeed in 1912. 

But with an output of 300 locomotives a 
year in 1912 and 1913, the Corporation 


mands the railroads of 


nations. 


pressed upon 


War Prosperity and More Finance 


In spite of the 1914 and 1915 figures, 
we suddenly discover the Corporation in 
June 1915 with large orders for heavy 
engines from European and American 
roads of high standing. Gross business 
jumped up from less than $4,000,000 an- 
nually to over $20,000,000, promising ca- 
pacity operations for a year ahead. With 
its land holdings of 72 acres, a plant cov- 
ering 20 acres, and an annual capacity of 
1,000 locomotives, the Corporation was 
ready at last to seize its war time oppor- 
tunity. But locomotive building requires 
free capital, while railroads and govern- 
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ments are tardy payers. $2,000,000 be- 
came immediately necessary and a further 
reorganization came about through pur- 
chase of control of the Lima Locomotive 
Corporation, to provide these necessary 
sinews of war finance. 

The new company, the Lima Locomotive 
Works, Incorporated, was formed with a 
Virginia charter in March, 1916, by in- 
terests possessing the practical experience 
and financial backing of a kind which 
reasonably guaranteed success from its in- 
ception. The capital readjustment plan 
called for organization of the new com- 
pany with an authorized capital of 
$3,200,000 of 7 per cent cumulative pre- 





COMPARATIVE EARNINGS FOR ELEVEN 
MONTHS ENDED MARCH 31 

1914 

$2,317,757 


1915 
$3,146,211 


Gross income 
Expenses: 
Costs 
Losses 
Administration and 


2,148,664 
8,856 


2,874,788 
18,014 


128,399 

$2,255,186 
62.571 
101.577 
129.184 


.s. «++ (Loss)$27,607 (Prof.)$24,586 


$3,021,201 
125,010 
163,337 
138,751 


Total expenses 

Net income 

Total net income...... 
Interest 





Balance . 





ferred stock and $7,550,000 of common 
stock, par of both $100. $2,200,000 of the 
preferred and $4,350,000 of the common 
stock was issued, and is at present out- 
standing. 

The holders of the old preferred re- 
ceived new common stock, share for share. 
The old common stockholders were privi- 
leged to subscribe for the new preferred 
at $90 a share in the ratio of 55 per cent 
of their holdings, and to receive one share 
of new common for every two shares of old 
preferred turned in. An additional con- 
sideration was a bonus of one share of 
new common for every four shares of old 
preferred surrendered. 

The common stockholders did not fare 
so well. For each share held, accompanied 
by an additional payment of $49.50, or 
$149.50 par value in all, they received 
$55 in new preferred and $52.50 in new 


common, or $107.50 par value new stock 
for an original investment of $149.50. 
Their loss has since been much greater by 
the decline im the new common stock to 
well below 50 per cent of par. 

This complicated system of exchange, 
together with the underwriting of the 
$2,200,000 outstanding preferred by a syn- 
dicate and common stockholders, at $90 a 
share, provided $1,980,000 of new capital. 


Operations of New Company 


The Lima Locomotive Works Incor- 
porated began operations on October 21, 
1916, and took hold in striking fashion. 
Free from embarrassment, engaged in every 
branch of big locomotive building for the 
leading railroads of the country, and with- 
out hurtful competition from its two war- 
order burdened rivals, and the additional 
impetus of an ambitious aggressive man- 
agement able to procure all the business it 
could handle, it is no surprise to hear well 
founded reports of its rise from practical 
penury to prosperity. It was deluged with 
orders in 1916 from the New York Central 
and Hill roads—a single order calling foz 
300 locomotives of heavy caliber—suf- 
ficient to insure capacity production, which 
in some quarters is predicted to be the fore- 
runner of two years of continuous activity, 
if no other orders are taken in the mean- 
while. 

With such regular “customers” as the 
Illinois Central, Erie, Union Pacific, Great 
Northern and New York Central for 
“Mikado,” “Mallet,” “Pacific,” “Switch” 
and its old-time “Shay” locomotives, the 
company has neither accepted nor needed 
war orders. It did not tender on the re- 
cent Government contract for 1,000 loco- 
motives awarded to American Locomotive 
and Baldwin. Production is said to be 30 
large locomotives and 15 small ones 
monthly, and officials are sanguine that 
current plant extensions will enable this 
production to be expanded liberally in the 
future. 

Further signs of prosperity are seen in 
the steady reduction of its bonded debt of 
$2,000,000 to $1,766,000 through a sink- 
ing fund provision calling for $50,000 an- 
nually; the regular payment of the 7 per 
cent dividend on the new preferred stock 
issue; a reported expenditure of around 
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$2,500,000 on plant extension; and finally 
its confidently reported high earnings. 

Working costs are said to be moderate, 
considering the handicap of abnormal 
times, as the company has refrained from 
meddling with war orders, or attempting 
“to beat its neighbor to it.” Contracts with 
roads, which have been picked and chosen 
with discrimination, are said to be extreme- 
ly favorable to the company, upon prices 
which will afford a more than normal profit 
to stockholders. The company receives pri- 
ority in steel shipments as a “war necessity” 
plant, and its location is convenient to im- 
portant railroads and centers of steel, fuel 
and labor supply. 

We have not been able to discover a bal- 
ance sheet or recent income account, and 
must, therefore, base our conclusions upon 
the scant evidence we have been able to 
gather. The company’s connections with 
such men as Joel S. Coffin, Arthur W. 
Wheatley, John E. Dixon, Thomas W. 
Lamont, Percy Rockefeller, Seward Pros- 
ser, Chas. H. Sabin and the Lee-Higgin- 
son interests, represent a combination of 
money, experience and useful associations 
that would seem to preclude the possibility 
of its lacking the essentials for success. 

The funded debt is small and the plant 
is paid for. The company has arranged its 
finances satisfactorily, and although war 
taxes will probably be a heavy item in view 
of its small capitalization, and pre-war 
nominal earnings, the liberal profits which 
will probably continue to pile up for some 
time should take care of extraordinary ex- 
penditure, with a generous margin for 
stockholders. 

None of the preferred stock is in the 
market. Bids fail to secure offers, and it 
must be assumed that there are no preferred 
shares for sale. 

The common stock, traded in on the New 
York Curb, sold up to 633 last year and 
down to 42 recently, The small floating 
supply, its unofficial status in the market 
and lack of publicity explains why the 
shares have been inactive and reactionary 
in some of the recent buoyant markets for 
the more popular and widely held equip- 
ment issues. With only 43,500 shares out- 
standing and the bulk closely held, the 
shares can hardly become active or work to 
higher levels until publicity creates a 
stronger demand from investors. 


The Outlook 

The “Bargain Indicator” of THE 
MAGAZINE OF WALL STREET was 
instituted as a result of the observation of 
the editor in 1907, that good stocks show- 
ing a large percentage of earnings based on 
market price, purchased low, gave the 
greatest possibilities for market enhance- 
ment ultimately. A recent proof is the 
market record of General Motors and Beth- 
lehem Steel, which stocks complied with the 
requisites stipulated by Richard D. Wyck- 
off in his 1907 article. Lima Locomotive 
possesses similar general features. 

The railroads of the leading nations have 
entered a period of permanent reconstruc- 
tion, and activity in constructive expansion 
will gain momentum as time goes by. Cred- 
its must be restored by increased produc- 
tion and manufacture, and traffic is the 
fulcrum on which the lever of commerce 
rests. 

Locomotives are as necessary as bread, 
and companies making them must continue 
to do well. The Lima Locomotive Works 
started good and early, and its recent rec- 
ord is a fair sample of what it can do 
under favorable conditions. While asset val- 
ues for the common stock are not apprais- 
able, the earning power is clearly there. 
Two or three years of similar earnings will 
obviously place great equities behind the 
shares, regardless of increasing taxes. 

With its high grade product, a good mar- 
gin of profit, and a management above 
reproach, one must regard the common 
stock selling around 45 and earning at 
least $30 as unusually attractive. The 
investor who is prepared to buy his shares 
under 50, assume a minimum of speculative 
risk and forego returns on the investment, 
should then hold his shares outright for 
their long range possibilities. They will 
probably discount dividend possibilities 
well in advance, and it would be well to 
make purchases while this possibility seems 
yet remote. , 

Like American Can, American Linseed 
or Corn Products Refining, the common 
stock is a maturing investment of basic 
merit. Its immetliate speculative possibil- 
ities lie chiefly in the chance of its sympa- 
thizing in the current enthusiasm for equip- 
ment issues, and, through the small float- 
ing supply, reaching a permanently higher 
plane of prices on investment demand. 

















Hispano-Suiza Motor 


Wright-Martin Turns 


the “Corner” 


Corporation Is Now Making Handsome Profits — Gov’t 
Orders of $45,000,000— Dividend Prospects for 
Preferred Stock—Status of Common 





By JAMES SPEED 





HERE is a tide in the affairs of 
men to be taken at the flood and 
in the case of new corporations 
there is usually a fateful “corner” 

to be turned. On one side of the corner 
is uncertainty and failure and on the other 
side, success. The secret of profitable in- 
vestment lies in the ability of the investor 
to determine with accuracy whether a com- 
pany is likely to succeed in turning the 
fateful angle, before that event takes place. 
For if he waits until after the corner has 
been turned he is likely to miss the greater 
part of the increment in values which comes 
with the turning. 

A little more than a year ago when THE 
MAGAZINE OF WALL STREET took up the 
consideration of Wright-Martin and sent a 
representative to interview its officers and 
inspect its properties, the company was 
well on the doubtful side of the fateful 
angle. It was struggling with very great 
construction problems and moreover it was 
by no means certain that when all such 
problems were successfully solved, the com- 
pany would receive enough business to en- 
able it to make a satisfactory showing on 
the invested capital. 

On the Success Road 

Careful consideration and conference 
with the company’s engineering heads de- 
veloped that while the construction prob- 
lems were considerable and likely to be 
long drawn out, there was nothing inher- 
ently unconquerable about them and that 
it was but merely a questf#on of brains and 
time when a satisfactory production basis 
would be obtained. Further financing was 
required but we pointed out that the con- 
cern had powerful financial backing and 
that the moneys required would be raised. 


This proved to be the case. On thé other 
hand, it was evident that sooner or later 
this country must take up the subject of 
aeroplane manufacture and that as the 
Wright-Martin corporation was in a posi- 
tion to make the only fighting motor in this 
country and that in this particular field it 
had at least a year’s start on all prospective 
competitors, it was clear that the Govern- 
ment would sooner or later have to come 
to the company. This also has proved to 
be the case. 

The Wright-Martin Corporation, which 
manufactures fighting motors, and the Cur- 
tiss Aeroplane Company, which manufac- 
tures planes, are the keystone of the entire 
aeroplane situation of the country today. 

So much for retrospect. 


Present Situation 


As for the present situation, Wright- 
Martin is turning out the famous Hispano- 
Suiza motor at the rate of 20 per day from 
the tools, i. e., from the machines and not 
by hand. Contrasting this with the 30 per 
month which was the best the company 
could obtain not so many months ago, one 
appreciates the advance in production 
achieved. 

Present plans look to an output of 50 
motors per day, which will be at the rate 
of between 17,000 and 18,000 motors per 
year. It is expected that this production of 
150 h. p. motors will be attained well be- 
fore the end of the current year. Further- 
more, the company has purchased the Gen- 
eral Vehicle Company’s plant at Long Is- 
land City. The Government financed this 
purchase at an expense of several millions 
and has given Wright-Martin an order for 
3,000 Hispano-Suiza motors of 300 h. p. 
This motor when completed will be more 
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powerful than any which has yet appeared 
on the battle fronts of the great war. 

The company is working energetically at 
the Long Island plant and expects to com- 
mence production within the next few 
months. The machinery required will 
merely be adaptations of the machinery 
used at the New Brunswick plant and with 
the advantages of the invaluable experi- 
ence gained at the latter in building the 
Hispano-Suiza motors, it is expected that 
production of the 300 h. p. motors, should 
be attained within a comparatively short 
time. 

Financial Condition 

When the U. S. Government extended its 
financial support to the company Wright- 
Martin’s financing difficulties were at an 
end. On May 1 the company had $1,500,- 
000 cash in the banks and approximately 
$3,000,000 of Government receivables. In- 
asmuch as there is no bonded indebtedness 
and the company owes no money to banks, 
it will be perceived that it enjoys a very 
strong financial position. It is figured that 
by the first of October the company should 
have between $2,000,000 and $3,000,000 
of cash on hand for which it will have no 
immediate use. It seems reasonable to sup- 
pose that the board will feel that the com- 
pany is in a position to take up the matter 
of paying the accumulated preferred divi- 
dends and putting that issue on a regular 
dividend basis. This statement is not of- 
ficial nor have the directors as yet con- 
sidered the matter of dividends. But there 
is nothing in sight at this writing which 
seems likely to prevent such action. 


Accumulated Dividends 


Wright-Martin has authorized and is- 
sued $5,000,000 7 per cent. cumulative and 
convertible preferred stock and 1,000,000 
authorized shares of common stock, of 
which 900,000 are outstanding. The re- 
maining 100,000 shares of common are re- 
served for the conversion of 50,000 shares 
($5,000,000) of preferred at the rate of 
2 shares of common for 1 of preferred. 
The preferred stock is cumulative as to 
dividends from November 1, 1916, and as 
no dividends have been paid on this issue 
there will be 14 per cent. accumulated on 
November 1 next. The conversion privi- 
lege is exercisable at any time. 


Wright-Martin has $45,000,000 of or- 
ders on its books today or enough to keep 
its plants busy at the present rate of pro- 
duction for the next two years. As has 
been shown in this article, however, the 
company is planning to rapidly increase its 
productive capacity. As to prospective 
business there is every reason to believe 
that the problems of the future will be how 
to handle the business offered rather than 
to obtain more. This is obvious from the 
statement made earlier in this discussion 
that this company, together with the Curtiss 
Company, form the crux of the aeroplane 
situation in this country. 


The Future 


The satisfactory progress of this com- 
pany is due in no small degree to the en- 
ergy and ability of one man, Mr. George 
H. Houston, of the firm of Goethals & Co. 
Mr. Houston is now president of the com- 
pany and to say that since he took over the 
direction of its affairs he has worked won 
ders, is to put it mildly. Under his direc- 
tion Wright-Martin has emerged from a 
morass of mistakes and uncertainty to the 
high ground of a profitable going concern. 

It is somewhat hazardous to attempt .to 
estimate the year’s earnings at this time. 
The company is executing its Governmental 
contracts on a “cost plus” basis. ‘That is, 
it is allowed a certain maximum of ex- 
penditure and a profit of 15 per cent. if 
costs are kept within the prescribed limits. 
If they exceed these limits the company is 
penalized, but there seems little probability 
that Wright-Martin will lose any money on 
that account this year. On the other hand, 
if expenses are kept below certain limits 
the company shares to the extent of 25 per 
cent. of the savings. This Governmental 
profit-sharing plan is conducive to the 
highest efficiency since it furnishes a strong 
motive for economical and successful op- 
eration. 

It would appear to the writer that earn- 
ings for the current year should show at 
least between $4,000,000 and $5,000,000 
net. Allowing $700,000 for the back pre- 
ferred dividends and setting aside $350,000 
for the preferred dividends for next year, 
would leave approximately $3,500,000 for 
the common stock, or a little less than $4 
per share on the 900,000 common shares 
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outstanding. If it were not for the ac- 
cumulated preferred dividends the balance 
for the common stock would be more than 
$4.50 per share on earnings as estimated. 
mated. 
___ Position of Securities 

With 14 per cent. unpaid back dividends 
due on the preferred by November 1 and 
with excellent prospects that the current 
year will see these dividends paid off and 
the issue placed on a regular dividend 
basis, the preferred stock appears to be an 
excellent speculative investment which 
promises to graduate shortly into the purely 
investment class. At about 60, its price 
at this writing, it does not appear to have 
discounted by considerable the fact that the 


company has not only turned the corner 
but is well on the road to success. While 
it would perhaps be unreasonable to look 
for any violent jump in the preferred quo- 
tations it certainly is reasonable to expect 
to see them work considerably higher in 
the next six months. The common is of 
course in the speculative class. But since 
$4 a share would be equivalent to 40 per 
cent. on its present market price of around 
10, it would seem that this issue also is 
entitled to sell considerably higher. In the 
judgment of the writer, Wright-Martin 
common is worth at least double its present 
price on the company’s developments to 
date, and considerably more on its pros- 


pects. 








Stories of Fortunate Investments 


Some years ago, with a capital equal to about a modest month’s salary, J. C. Hoagland 
began making and selling baking powder in Fort Wayne. 


He had a little dingy shop in a back street. 
It was not long until the town began taking notice of the young man and his 


the day. 


He manufactured at night and sold during 


business. And it was not so very long until the entire country was taking notice and buying 


this man’s product. 
City. 


Finally he found himself in mahogany furnished offices in New York 


One day a few big business men called on him and told him they would give him a 
million dollars a word for the name Royal Baking Powder. 


“I think not,” he replied. 


letter.” 


“I consider the article worth just about a million dollars a 


The result was that the Royal Baking Powder Company was organized with a capital of 
$20,000,000. Since then it has paid an average of about $2,000,000 a year in dividends. 


From an original investment of possibly less than $100 to a yearly income of about 


$2,000,000 is a pretty good investment. 


In 1895 C. W. Post, with a capital of $750, began making cereal package foods in a little 


barn in Battle Creek. He 


died a few years ago, and in the settlement of his estate it was 
made of record that he died worth $33,000,000. 


In 1896 he organized the Postum Cereal Company with a capital of $5,000,000 to conduct 


the business. 


Some of the capital stock was offered for subscription. 


I have information about a person who invested $1,000 in the company at that time. 
At the close of 1914 he had received $32,975 in dividends, an average of $1,831.94 a year for 


eighteen years. 


On an earning basis of 8 per cent this made each $100 of his investment worth $2,287.42, 
besides having paid an average of over 183 per cent a year for eighteen years. 


During that time much of the profits were necessarily used in expanding manufacturing 
facilities and in paying the expense of the tremendous advertising campaign to popularize 
the products. It may safely be assumed that much greater profits are in store for the investor, 
now that such expense has been largely overcome.—Barber’s Investing for Profit. 
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Practice of Loss Limitation 
SECOND ARTICLE 


Where to Place the Stop Loss 
By FRANK C. FORSYTHE 











HILE the arbitrary one, two, three 
or five-point stop loss has its use 
and is far better than no stop at 
all, the real scientific use of the 

stop loss idea is accomplished in another 

manner. The reason for the use of stops 
is obviously to prevent large loss on any 
one transaction. The amount of the loss to 

le predetermined at the time of entering a 

trade is, of course, of some importance, but 

the really vital thing to be decided upon 
at the time a trade is made is that point 
or price which, if subsequently made, 
would establish doubt in the trader’s mind 
as to the accuracy of his original diagnosis. 

Che proper place for establishing a stop 
price On a purchase is at or a little below 
the point of danger, regardless of where the 
trade was entered. In the case of a short 
sale the stop should be at or a little above 
the point of danger. Ability to determine 
the danger point is the important thing in 
the use of stops. The element of judgment 
must necessarily enter into this, to a large 
extent, because it is well understood that 
there exists no purely mechanical method 
that will serve instead of judgment in this 
matter. There are, however, mechanical 
aids which can be used to advantage by 
the trader, such as the ordinary line or fig- 
ure charts or similar data familiar to most 
traders. 

In aiming to find the proper location for 

i stop loss order on making a trade, former 

points of resistance furnish the best guide. 

A case in point is as follows: In the early 

part of last December there was an abrupt 

decline in United States Steel common, to 

80. This figure was registered on Decem- 

ber 13. A big bear market had prevailed 

in this issue since June 1. For over six 





months Steel had been steadily on the de- 
cline, having lost over 50 points in the in- 
terval. 


The price figure 80, touched on 
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December 13, corresponded with the same 
figure touched several times during the 
spring and summer of 1916 prior to Steel’s 
big advance through par. Around 80 Steel 
at that time met with persistent support, 
and after a year and one-half of excep- 
tional fluctuations it was only reasonable 
to expect that some material support would 
again be accorded this stock on its return 
to the same figure. There was a sharp re- 
bound from 80 to 84%, but a secondary 
decline ending on December 20 brought 
Steel to 791%, but here again strong buying 
power developed and the price rose quickly 
above 85. 


Trading in Steel with Stops 


A two-point graph of Steel’s fluctuations 
shows three bottoms around 80 in Decem- 
ber. The first bottom was 80, the second 
80% and the third 79%. From each of 
these prices there was a rebound of two or 
more points. Supposing the trader had 
market experience enough to recognize this 
work as the finishing up of the long bear 
movement in Steel, and had decided to take 
the long side of Steel two points up from 
the last low at 79%, buying on stop at 
8114, there could be little doubt as to the 
proper place to locate his stop order. It 
should be at 79, which was one-half point 
below the last place of resistance. After hav- 
ing made his purchase here our trader 
could very nicely follow up any advantage 
obtained by advancing his stop accordingly 
as Steel moved upward. 

The first swing of any importance took 
Steel to 8534. At this point his stop might 
automatically be raised to 8234. A sub- 
sequent reaction brought Steel down to 
8344, but it would not have reached the 
stop price, which was always three full 
points under the last high. The recovery 
from the first reaction was sharp, and there 
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was not another two-point reaction until 
after Steel had reached 98, an advance of 
17% points from the December low. 

On the day that Steel touched 98 there 
was tremendous excitement in the market 
and dealings were at a huge total, some- 
thing over a million shares for the day be- 
ing handled. The turnover in Steel alone 
was over 300,000 shares. ‘This unusual 
excitement had all the earmarks of a cul- 
mination. The movement itself was in the 
nature of a sudden sharp reversal of the 
trend which had prevailed for many weeks. 
The movement, once the turn had been 
made in December, was fast and furious. 
It was obvious to traders of experience in 
the market that it was too good to last. 
Recognizing these signs of an impending 
change our trader would be justified in 
moving his stop somewhat closer than three 
points behind the advancing price of the 
stock, once it entered the excited period. 

In this manner he might have gotten out, 
finally, very close indeed, to the top by 
closing his trade as soon as a reverse ten- 
dency became evident. However, it is pos- 
sible that he would not have recognized the 
signs of culmination at the time they made 
their appearance, and in that case, having 
followed up his stock with a stop three points 
below each succeeding high, he would have 
been stopped out on the return of Steel to 
95, which happened, I believe, on the very 
day it sold at 98. Having bought at 81% 
and sold at 95 he would have made a profit 
of 13% points, after allowing for commis- 
sions, which was highly satisfactory con- 
sidering the fact that he had always pro- 
tected the capital employed by the use of 
a three-point stop loss. 


Selling Short with Stop 


Having taken a satisfactory profit on the 
long side, and having evidence at hand that 
a culmination had taken place, our trader 
would undoubtedly be looking for an op- 
portunity to enter the market on the short 
side. This opportunity occurred some time 
after the first of the year when Steel rallied 
from a low at 92% to 971 and ran into 
heavy offerings of stock around 97, which 
prevented it from reaching the former high 
at 98. There was a quick reversal from 
97, and if our trader sold on this indica- 
tion, as soon as it became apparent to him 


that the offerings around 97 were too heavy 
to be overcome, he would in all likelihood 
have gotten a price around 96 for his short 
sale. 

Steel churned up and down around here 
for some time, never moving upward as 
much as three full points to endanger our 
trader’s stop on his shorts. By the time 
it had declined to 931% his stop against 
his short sale would have automatically 
been lowered to 964%, at which point he 
would have had at risk only one-half point 
and commissions. This placed him in a 
position of great advantage, securing for 
him large profit at a small risk. This is 
one of the beauties of the proper use of the 
stop loss principle. By its application to 
one’s trading operations it is not only pos- 
sible to limit the original risk at the time 
of first entering a commitment, but it is 
also possible to reduce this risk progress- 
ively as the move in the stock itself in one’s 
favor gives leeway for so doing. If one 
uses stops he need seldom, if ever, get into 
the unenviable position that many traders 
face at times, to their sorrow. ‘That is, to 
see a trade which showed a fair profit turn 
into a disastrous loss. 


Steel Turned at the Half-Way Point 


Finally, Steel broke out of the narrow 
range between 96° and 93, getting down to 
8856 before any considerable rally oc- 
curred. If our trader failed to discern evi- 
dences of good buying in Steel around 89, 
and did not move his stop down beyond the 
three-point range, he would be compelled 
to cover his short stock at 9154, which was 
the exact fractional top of the first three- 
point rally. The fact of the matter is that 
the point where Steel reversed itself sharp- 
ly, after the reaction from 98 was just 
about halfway between its two recent ex- 
tremes. Students of price fluctuations are 
familiar with this half-way theory, and it 
very often works out. It would have been 
a prudent move, at least, if our trader had 
moved his stop within a point of the low 
of Steel as soon as it approached the half- 
way figure between 79% and 98. This 
precaution would have enhanced his prof- 
its to the extent of two points on the trade. 
We will assume that he did not do this, 
however, but was stopped out after Steel 
had rallied three full points from its low 











Even so, the trade would show over four 
points net profit. 
Indications to Buy 

For many days Steel fluctuated up and 
down within a narrow range with 89 for its 
base. The first dip was to 8856, the sec- 
ond to 89%, and the third to 8876 and the 
fourth to 8934. From each of these two 
lows a rally of two or more points occurred. 
We will suppose that the indications.to buy 
were sufficiently clear on the fourth time 
that it rallied to 90. In fact, it might have 
been bought earlier because pretty good 
signs of bottom had come to light. In any 
case, the proper place to stop a purchase 
made anywhere around this level was at 
88. On February 1 Steel sold to a new 
high for the year at 981%. Again there 
was a comparatively large volume dealt in, 
and other signs of top were in evidence. 
But there was no full three-point reaction 
between 8934 until after 981% had been 
touched, therefore our trader could not pos- 
sibly have been stopped out of his stock 
had he been acting in a purely mechanical 
manner until 95% was reached on the re- 
action from 98%. This is, of course, giv- 
ing the trader the worst of it because we 
do not assume that he had the trading abil- 
ity to recognize that top had been made at 
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points from the top. The average trader 
of experience would perhaps be able to se- 
cure better results. As a matter of fact, 
culminations on the up side, being attended 
with big volumes, wide ranges and much 
excited fluctuations, are easier to recognize 
than bottoms which are oftentimes made 
with great abruptness. 


On the Short Side 


The next opportunity to enter a trade 
to advantage in Steel came on the short 
side. By the time Steel had touched 981% 
for the second time on February 19 and 
reacted to 9434, again rallying to 98 and 
then turning down from 98 to 97, our 
trader, with the knowledge of two culmina- 
tions behind him, one at 981% in February, 
another at 98 in January, would naturally 
feel like taking the short side again. In this 
case, the proper place for the stop would be 
at 99. Soon after having made this short 
sale Steel sold ex-dividend 44 points, and 
of course the stop had to be moved down 
to allow for the amount of the dividend. 
Finally, Steel sold at 891%, and on the 
rally to 92% our trader’s stop loss would 
have been executed. This trade would not 
have yielded any profit unless the trade 
was closed at or near the bottom. 


98'4 until Steel had reacted three full (To be continued) 








SUGGESTIONS IN REGARD TO INQUIRIES 


The very heavy volume of inquiries which this publication is now receiving makes it nee- 
essary to ask our subscribers to co-operate with us in order that we may maintain and improve 
the high quality of service which the Investor’s Personal Service Department renders to our 
readers. We therefore suggest that: 

(1) Not more than two or three inquiries be submitted at one time. Occasionally a sub- 

_ seriber sends in a long list of securities asking for an opinion on each. The careful manner in 
which the Investors’ Personal Service Department handles its inquiries makes it impossible to 
give such inquiries the immediate attention necessary, without slighting other inquirers. 

(2) State if the stocks inquired about are now held, and the prices paid. If not held, 
state if a purchase is contemplated. 

(3) Write all inquiries on a separate sheet of paper, which should bear the writer’s name 
and address. 

(4) Enclose stamp or stamped and addressed envelope. 

The above suggestions are drawn up for the benefit and protection of our readers and 
those inquiries which conform with them will receive first attention. 

When a reader wishes a special investigation or a special analysis of a security or a subject 
we shall be pleased to submit an estimate of the special charge for such work. 














IMPORTANT DIVIDEND ANNOUNCEMENTS 
To Obtain a Dividend Directly from a Company the Stock Must Be Transferred into the 
Owner’s Name Before the Date of the Closing of the Company’s Books 


Ann. Last Books Ann. Last Books 
Rate Name Div'd Close Payable Rate Name - Div'd Close Payable 
A 
6% Amer Beet Sugar p.. 14 *June 30 July 1 4% Manhattan Shirt c...1 % Q *May 18 June | 
8% Amer Beet Sugar c.. 2 *July 13 July 31 4% Mass Gas Cos p 2 Yo S *May 15 June 1 
8% Amer Brake 8S & F p. ° *June 21 June 29 7% Maxwell Motors 1 p-5slh % Q *Junel4 July 1 
7% Amer Brake 8 & Fc. 15 *June 21 June 29 % May Dept Stores c. 1% % Q *May 15 June 1 
6% Amer Cotton Oil p... ¢ Y *May 15 June 
4% Amer Cotton Oil c... *May 15 June 
6% Amer Express *May July — : 
Amer Linseed p.... 1\%% *June I July / mettenst a me 
Amer Radiator c.... 3 % *June June 25 Ly Nat Biecuit P 
Amer Smelt & Ref p. 1%% Q May June a Nat E — Ste 1% % 
Amer Smelt & Ref c. 4% % Q May June l +, Net Seamed & as! D-- 1% % 
Amer Tobacco c..gg5 % Q *May 15 June io N ~ —— PE C. 1: ae 
Atch Top & Santa F ¢ 1% % Q *May 3 June “ | thy BNE sn? 
* » " &%e a y, 
Atl G & W SS p.... $1.2 June July 2% Niles-Bement-Pond ¢.3 % 
B 7 Norfolk & West c... 1\%% 
Bethlehem Steel n p. 2 % *June July ° 


Q 

7% Bethlehem Steel p.... oe Q *June July 

10% Bethlehem Steel ¢ a. reed : *June15 July Ohio Cities Gas c.... $1.25 
68 


*May 
*May 
*June 2 
*June 
*May 
*May 
*June 
*June 
*May < 
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*May June 
*May May 2 


£e 


Bethlehem Steel ¢ b. 24% *June July Ohio Fuel Supply.... 2%% 
6% Brown Shoe Ine c... 144% *May June 

$8 Buckeye Pipe Line.. 2-00 Q *May June 1 Pp 
Cc Pacific Mail Steam p 1\%% *May June 
Pittsburgh Coal (Pa) ¢ $1.25 *July July 2 
10% Canadian Pacific c.. 2%% Q *June June *‘ 144% *May 15 June 
7% Cen Ark. Ry. & Lt p1%% Q *May June , Pittsburgh Steel p... 1% % *May If June 
$4 Cerro de Pas Cop Cor $1.00 Q *May June Porto-Rican-Am Tob.gg? % *May If June 
Cerro de Pas Cop Co e $0.25 *May June Pressed Steel Car p. 1%% *May May : 
"6% Cities Service Co p. %%M May June Pressed Steel Car c.. $1.75 *May June 
6% Cities Service Com ¢c %% M *May If June 
9% Cities Service Coc e.t %%M *May I June 
7% Cleve & PittsRR r ¢ 1\%% Q *May June 
4% Cleve & Pitts RR sg.1 %Q *May June 
es” Consolidated Gas..... 1%% Q *May June 
Copper Range Co. --. $1.50 Q *May June 
os Cosden & Co p.... 1%% Q *May June 
$3 §©6Crescent Pipe Line... $0.75 May 2: June 
+ Crex Carpet 3 % *May : June 


® Quaker Oats p *May 


oS ee ee 


—— 
a 


Reading Co 1 p...... 0) *May 2! June 


— 
one 


*June June 
*May < June 1 
*May : June 
*May : June 
*June 2 July : 
*June 2 July : 
*May : July 
*May 1 June 
*May May : 
*May 1 June 
*May May : 
*May May : 
*May 3 June 
*May ; June 
*May June 
*May June 
*May June 
*May July 
May July - 


% St Joseph Lead 
Deere & Co p *May 15 June 7% Savage Arms 1 p.... 
Detroit United y.. 5S & *May 16 June '% Savage Arms 2 p.... 
Diamond Match ” *May : June 1! i% Savage Arms ce 
Distillers Sec Corp. . hs *July July Shattuck Arizona Cop $0.25 
. Distillers Sec Corp e. 6% *July July 18 .... Shattuck Ariz Cop ex $0.25 
% Southern Pacific Co.. 14% 
Southern Pipe Line.. $6.00 


e Standard Milling p... 
Eastern Steel Co 1 p. 1%% Q *June June I P Standard Oil (Cal)... 


Eastern Steel Co 2 p. 1% % *June June : P 

Eastern Steel Co c.. 24% g *July July 1 ‘—_ an —_— : 

Eastman Kodak p.... * 116% > *May : July SF4, me Oil x ) ex 43.06 
% Eastman Kodak c....10 % Q May : July Standard oil x pe $3.00 
. Eastman Kodak c e.. 714% *June 2 Aug. ‘ meee Oil NY): $3. 


G ® Studebaker Corp p.. 


Stude P eos 
General Asphalt p...1%% Q *May 2: June . eae we — 
General Chemical c... 2 % Q *May 22 June . Swift & Co ex....... 
Gen Cigar Co. Inc p 1\%% Q *May 2 June 
Goodrich (B.F.) Co p. 1% % Q *June July 
Goodrich (B.F.) Co c. 1 *Aug. Aug. 
Greene-Cananea Cop Co $2. A Q *May May : 
Guif States Steel 1 p1\%% Q *June I July 
Gulf States Steel 2 p 14% Q *June July 
Gulf States Steel ¢.¢25 % *May 1 June 
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*June 15 July 
*June 15 July 
*June 1 July 
*May 31 June 
*June 14 July 
*May 15 June 
*June 1 June 
*May 6 May = 
*May 531 June - 
*May 31 June 


Underwood T’writer p 

» Underwood T’writer c 

Union Pacific c...... 

Uni'd Cig St of Am pil 

United Dyewood Cor p 

H United Drug Co 2 p. 

* Hartman Corp. (% Q *May 2 June USC Iron P & F » 
4% Hart Schaff. & Marxc 1 % Q *May May Un States Steel p. 


$6 Homestake Mining .. $0.50M *May : May 25 Un States Steel c. 
- .... Un States Steel ¢ ex. 
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2 ah iat dS et it int bat 
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7% Illinois Central 49 *May : June 
8% Inland Steel J *May June White 
- (I G) Ine p.. 
16% . wees y *May 15 June White (JG) Eng p... 
White (JG) Man p.. 
7% Jewell Tea p % *June : July ; a ag ow m8 2 


*May 1! June 
*May 1! June 
*May 1! June 
*June 1 July 
*May June 
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$1 Kerr Lake Mines, Ltd. $0. 


25 
8% Kings CoM Lt& Pw2 % 
L +Payable in common stock. 
ffPayable to Red Cross. 
12% Liggett & Myers Tobe 3 % Q *May June gePayable in scrip. 
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5Q *June June ee payable, to stockholders of record of this 
Q May June da 
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